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SUMMARY OF SUBJECT MATTER 

TO: Members, Siibcommittee on Railroads. Pipelines, and Hazardous Materials 

FROM: StalT, Subcommittee on Railroads, Pipelines, and Hazardous Materials 

RE: Subcommittee Hearing on ‘i low the Changing Energy Markets Will Affect U.S. 

Transportat i on” 


PURPOSE 


The Subcommittee on Railroads, Pipelines, and Hazardous Materials will meet on 
Tuesday, February 3, 2015, at 10:00 a.m. in 2 167 Rayburn House Office Building to receive 
testimony on issues related to the Nation’s energy renaissance and what this growth in 
production means for the U.S. tran.sportaiion system. The Subcommittee wilt receive testimony 
from energy, pipeline, railroad, and rail car manufacturer stakeholders regarding their investment 
and views of the nexus between energy production and private infrastructure investment. 

BACKGROUND 


Over the last several years, domestic production of oil and gas has increased due to 
technological advances in resource recovery methods. Specifically, horizontal drilling and 
hydraulic fracturing, and the combination thereof, allow producers to recover oil and natural gas 
from tight sandstone and shale plays. The use of horizontal drilling in conjunction with hydraulic 
fracturing has greatly expanded the ability of producers to profitably recover natural gas and oil 
from low-permeability geologic plays — particularly, shale plays. While the use of fracturing 
techniques dates back to the !950s, it was not until the mid-lQTOs that a partnership of private 
operators, the federal government, and researchers began to develop technologies for the 
commercial production of natural gas from shale in the eastern United States.’ This partnership 
led to technologies that eventually became crucial to the production of oil and natural gas from 
shale rock, including horizontal wells, multi-stage fracturing, and slick-water fracturing." 


' U.S. Rncig\ Inlbrinaiion Adminislratiwi, Review of'Emeroing Resources: U.S. Shale Gas and Shale OH F!a\s 4 
(July 20 11). 

- Id. 
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Below is a map ofthe shale plays and basins throughout the continental Uiuted States: 
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These new opportunities for resource development have led to a significant growth in 
both oil and natural gas production. Indeed, from 2007 to 2012 average domestic crude oil 
production from shale and tight sandstone formations incretised more than six-fold, Ifom 0.34 
million barrels per day (bbl/d) in 2007 to 2.25 million bbi/d in 2012. 

Domestic natural gas production in 2012 increased about five-fold compared with 
production in 2007, from less than 2 trillion cubic feet in 2007 to more than 10 trillion cubic feet 
in 2012.' These trend.s appear to be continuing, as the United States is now the largest producer 
of petroleum and natural gas in the world, far outpacing Russia and Saudi Arabia.'’ 

Cirowlh in Petrole um and O ther Liquids 

In terms of oil production, U.S. cmde oil production in 2014 averaged 8.7 million bbl/d,'’ 
'rhe U.S. Energy Information Administration (EIA) of the U.S. Department of Energy forecasts 


^ U,^. Cioveninient. .Accouiitabilily Office, GAO-14-667, Oil and Gas Transportatkm: Department of 
I ninspoi tanott is laknnc Aciions to Address Rail Safety, hut Additional Actions are Needed to Improve Pipeline 
Mpetv (..ZOIbI 

'* N I inn'ilUr’H'n \i\mh'iiStmmyOllandGa.sOutIook{NoY.l3,2i)l4). 
t } iiciw* InKi rjliwi \fiinj.nistration, S/?orr- Jem? is«erg>’ (Jan. 2015). 
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that production in 2015 will average 9.3 million bbl/d, and again rise to an average of 9.5 million 
bbl/d in 2016, the second-highest annual average bbl/d production level in U.S. history (1970 
was the highest annual average at 9.6 million bbl/d).* To be clear, not all U.S. production is from 
shale plays, however, as the EIA noted in the Annual Energy Outlook 2014, “the growth in lower 
48 onshore crude oil production is primarily a result of continued development of tight oil 
resources in the Bakken, Eagle Ford, and Permian Basin formations.”^ 

This increased production coincides with increa.ses in U.S. con.sumption of liquid fuels. 

In 2014. total liquid fuel consumption rose by an estimated 100,000 bbl/d, to 19.06 million 
bbl/d.* The EIA forecasts that liquid fuel consumption will grow to 19.32 million bbl/d in 2015 
and 19.43 million bbl/d in 2016.“’ This growth in production and consumption means that the 
crude oil must move from production point to its destination. To do so, domestic crude oil 
primarily utilizes pipeline and rail transportation. 

Growth in Natural Gas Production 


With regard to natural gas production, the EIA expects continued growth in natural gas 
production through 2015 and 2016, which will be due to growth in the lower 48 states, even 
though production in the Gulf of Mexico is expected to decline.'* In 2014, dry natural gas 
production was 70. 1 billion cubic feet per day (Bcf/d); the EIA expects production to increase to 
72.3 Bcf/d in 2015 and 73.9 Bcf/d in 2016." The EIA projects that much of the growth in natural 
gas production will come from the Marcellus Shale formation where wells are drilled but 
uncompleted as they await new pipeline infrastructure to come online to support the production 
growth.'* 


Similar to oil production, natural gas production forecasts coincide with consumption 
forecasts. U.S. natural gas consumption in 2014 was estimated at 73.6 Bcf/d.'" The EIA projects 
this consumption will increase in 2015 to an average of 73.8Bcf7d and then an average of 74.8 
Bct7d in 2016.'“' Growth is expected in the industrial, electric power, and transportation use 
sectors, with residential and commercial consumption declining in 2015. 

Oil and gas industry leaders maintain that new infrastructure is needed to meet the 
continued growth in production and consumption capacity. 

The Freight Rail Ne t work 

There are more than 650 freight railroads in the country employing nearly 180,000 
workers. These are privately owned companies that operate over more than 140,000 miles of 


^ Id. at K 6. 

^ ’ U.S. Rnergy Information Administration. Annual Energ}’ Outlook 20 1 A MT-28 (.April 2014). 
Short-Term Energy Outlook at 5. 
id. at 5-6. 

’"id. at 8. 

" Id, at 8 and 28 
id. 
id. 

" Id. 
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track throughout the Nation. Freight railroads are divided into three groups, called classes, based 
upon their annual revenues (measured in 1991 dollars); 

• Class I railroads are defined by the Surface Transportation Board as having an annual 
carrier operating revenue of $250 million or more; 

• Class II railroads are defined as having an annual carrier operating revenue between $20 
miiUon and $250 million; and 

• Class HI railroads arc defined as having an annual carrier operating revenue of less than 
$20 million. 

There are seven Class I freight railroads; BNSF Railway; CSX Transportation; Canadian 
National; Canadian Pacific; Kansas City Southern; Norfolk Southern; and Union Pacific, The 
majority of railroads, however, are Class II and III railroads, know'n generally a.s regional or 
short line railroads. The map below provides a visual overview of the freight railroads. 



While Class I railroads generally provide long-haul services, the Class il and III railroads 
often provide the first and last mile of rail freight movements. The products moved by rail 
include everything from automobiles, agricultural goods, and consumer products to chemicals, 
lumber, and energy resources, in all, freight rail carries over 40 percent of intercity freight, 
which is more than any other mode, and for every one rail job, 4.5 other jobs are supported 
elsewhere io, the economy. 
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Coal is the largest commodity transported by U.S. railroads, representing about 40 
percent of tonnage and 22 percent of revenue for Class I railroads in 2012, and the majority of 
this coal is used for domestic electricity production. Over the last few decades, intennodal 
movements (long-haul transport of shipping containers and truck trailers by rail) have grown 
significantly. 

More recently, freight railroads have seen increasing shipments of crude by rail, as 
technology advances have led to a significant increase in domestic energy extraction. As recently 
as 2008, U.S. Class I railroads transported under 10,000 carloads of crude oil; in 2013 that 
number had jumped to over 400,000 carloads. 

The majority of this increased movement of crude by rail is done using unit trains, which 
are trains that carry only one commodity to a single destination. Crude oil unit trains may consist 
of 80 to 1 20 tank cars, each carrying about 30,000 gallons of product, for a total of about 2.4 
million to 3.6 million gallons of crude oil per train. This has resulted in an increase in demand 
for tank cars. According to the railroads, during 2013 through April 2014, there were 104,597 
tank cars used to transport flammable liquids by rail, including 49, 1 82 tank cars used for crude 
oil.'= 


From 2000 through 2013, nearly all - 99.97 percent — of the approximately 825,000 
carloads of crude by rail shipments made it to their destination without incident. However, as the 
total number of movements has significantly increased along with U.S. growth in energy 
production, individual incidents have also increased. Hazardous materials incident data show that 
in 2008, eight rail crude oil incidents occurred in the United States out of 9,500 carloads, 
compared to 1 19 incidents out of approximately 400,000 carloads in 2013. 


Freight Railroad Investments 

Meeting the increased movement of energy products means that the freight railroads and 
railcar manufacturers must increase their private capital investment. The freight railroads own 
the infrastructure over which they operate, requiring them to invest heavily to maintain those 
networks. Since 1980, railroads have reinvested more than $250 billion into their track, bridges, 
yards, locomotives, and other equipment. In the last few years, the railroads have invested 
around $25 billion annually in capital projects. This investment is due in large part to the 
movement toward de-regulation of the freight railroads beginning in the 1970s through the 
Staggers Rail Act of 1980 (P.L. 96-448), and culminating in the Interstate Commerce 
Commission Termination Act of 1995 (P.L. 104-88). 


Oil and Gas Transporialion at 3 i . 
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The Pipeline Ne twork 

The pipeline transportation network consists of over 2.6 million miles of pipelines, built, 
operated, and maintained by private sector companies. Pipelines transport roughly two-thirds of 
all energy supplies in the United States. S.ince 1986, the volume of energy products transported 
through pipelines in the Uniteti States has increased by one-third, yet the number of reportable 
incidents has declined by nearly a third. 

According to PHMSA, this network consists of approximately: 

• 2,066,000 miles of natural gas distribution mains and service pipelines; 

• 321 ,000 miles of onshore and offshore gas transmission and gathering pipelines; 

• 175,000 miles of onshore and offshore hazardous liquid pipeline; and 

• 114 active liquefied natural gas (LNG) plants connected to the natural gas transmission 
and distribution system.'^ 



Pipeline and I tazardoirs Maicrials Safety Administration, Facts & Stats: Pipeline /Ol, 
ld;Ds:/;oc.s'V'cb.Dhn'isa.dol.gov.'’ Dipeiineftimm.i'facts-and-stats,'oiDelirie-101 / (last visited .Fan. 28, 2015). 


6 






xii 

Pipelines can be grouped into three main categories: 

1 ) Gathering pipelines. These pipelines collect natural gas, oil, and petroleum products 
from the production areas, and transport them to processing facilities, where they are 
refined. Gathering pipelines tend to be smaller in diameter, from about 2 to 12 inches, 
and operate at pressures of about 5 to 800 pounds per square inch (psi). Gathering 
pipelines tend to be located in rural areas, though not exclusively, and PHMSA estimates 
there are about 230,000 to 240,000 miles of gas and hazardous liquid gathering 
pipelines. 

2) Transmission pipelines. After being processed, transmission pipelines carry hazardous 
liquid or gas over longer distances, and are larger in diameter, typically between 12 to 42 
inches. They also operate at higher pressures, generally 400 to 1440 psi, levels which are 
maintained by compression stations (for gas pipelines) or pumping stations (for liquid 
pipelines) along the routes and PHMSA estimates there is approximately 400,000 miles 
of transmission pipelines.'* 

3) Distribution pipelines. Distribution pipelines feed end-use customers, providing product 
from mainline transmission pipelines. I'hese lines tend to be smaller, less than 1 inch in 
diameter, and operate at lower pressures, normally between 0.25 and 100 psi. They tend 
to be located in populated areas.’’’ 

Pipeline Investments 

As described earlier, the increased energy extraction taking place in North America is 
expected to strain capacity of all modes of transportation, but especially the Nation’s pipeline 
network. Industry leaders maintain new pipelines will be needed to move energy products from 
the extraction area to where they will ultimately be used, which may require entirely new 
pipelines, or additional capacity in some areas. 

According to a recent industry study, significant infrastructure investments are needed to 
meet the Nation’s energy transportation needs.’® It projects each year, the Nation will need to 
build 850 miles in new natural gas transmission lines, 14,000 miles in new natural gas gathering 
lines, 730 miles in new oil transmission lines, and 7,800 miles in new oil gathering lines.'^' 'fhe 
cost of these annual investments is substantial: about $30 billion per year.’^ About one-third of 
that amount is needed for new oil and gas lease equipment; another third is required for new or 
expanded oil and gas transmission capacity: and, the remainder is required for related 
infrastructure, such as plants and LNG facilities. 


IJ.S. Government Accountability OMlce. (i AO-! 2-388. Pipeline Safety: Collecting Data and Sharing Information 
on federally Unregulated Cuthering Pipelines Could Help Enhance Safety 3 (March 20 12). 

‘®ld. 

Id. 

llie ING-AA Foundation. Inc.. North .Imertcan Midstream Infrastructure through 2035: Capitalizing on Oiir 
Energy Ahundunce. (March 20!4). available at http:..Avvvw.int.’tia.ora.d (Hindalion/i ( Hind ation- 
Reriorts/203 3 Report. asn\ . 

’’ Id. at 38-3d. 
id. at 30. 
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HOW THE CHANGING ENERGY MARKETS 
WILL AFFECT U.S. TRANSPORTATION 


TUESDAY, FEBRUARY 3, 2015 

House of Representatives, 

Subcommittee on Railroads, Pipelines 
AND Hazardous Materials, 
Committee on Transportation and Infrastructure, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 10:04 a.m. in Room 
2167, Rayburn House Office Building, Hon. Jeff Denham (Chair- 
man of the subcommittee) presiding. 

Mr. Denham. Good morning. The subcommittee will come to 
order. Before we begin I have an administrative item to cover. I 
would like to ask unanimous consent that Representative Sean 
Patrick Maloney be permitted to join the subcommittee for today’s 
hearing and ask questions. 

[No response.] 

Mr. Denham. Without objection, so ordered. 

Good morning, and welcome to the first hearing of the Sub- 
committee on Railroads, Pipelines, and Hazardous Materials. I 
want to welcome the new members to our committee, as well as 
Representative Capuano. He is not here yet. They are facing still 
some challenges in the Northeast. But he and I will have a great 
partnership in moving this subcommittee forward. 

We have a full plate ahead of us with passenger rail, pipeline 
safety, and hazmat reauthorizations all up this year. I look forward 
to working on all of these issues with each of the members of this 
committee. We are going to be very busy in a very, very bipartisan 
fashion. 

Over the last decade, this country has undergone an unprece- 
dented energy renaissance. Due to American technology and con- 
struction advances, we are unlocking previously unavailable gas 
and oil resources. This means we no longer have huge domestic 
problems with energy, while also creating good-paying jobs right 
here in the United States. 

Oil production in this country is now approaching levels not seen 
since the 1970s, and natural gas production is projected to continue 
its recent growth trends. This helps consumers with lower energy 
prices, and makes America more secure by relying less on energy 
from other countries. However, to continue this momentum, our in- 
frastructure needs to keep pace with the advances of the energy 
sector. 

Just about all modes of transportation are ultimately involved in 
the movement of energy products, but railroads and pipelines are 

( 1 ) 
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especially critical. Our freight rail system is the envy of the world, 
transporting over 40 percent of our intercity freight, more than any 
other mode of transportation. Freight railroads have long been key 
to America’s energy needs, supplying most of the coal used for do- 
mestic electricity production. However, in the last few years, rail- 
roads have also been called upon to transport more crude, as pipe- 
line capacity has not kept pace with production. 

Like railroads, pipelines have long supplied our Nation’s energy 
needs. America’s pipeline network is immense: 2.6 million miles of 
pipe, transporting natural gas, oil, and hazardous materials. This 
system takes product from the production field to refining facilities, 
and then to the American consumer or for export. 

Over the last 25 years, the volume of energy products trans- 
ported by pipelines has increased by one-third. However, the rapid 
development that oil and gas plays in this country has outpaced 
the pipeline network. 

We want to hear today from our witnesses about the investments 
they are making to increase the capacity of our rail and pipeline 
network. We also want to understand how Government can be sup- 
portive of their efforts, and if there are roadblocks, what we can do 
to remove them. 

In closing, I look forward to hearing from our witnesses. 

At this point I would like to go to Mr. DeFazio for any opening 
statement he may have. 

Mr. DeFazio. Thank you, Mr. Chairman. Mr. Capuano, up in 
Boston, they don’t know how to deal with snow, it is such an infre- 
quent occurrence. And so he is unduly delayed. But I will sit in for 
a while. 

I want to thank the chairman for calling this hearing. The safe 
transport of oil and gas from the production sites, which are becom- 
ing more and more dispersed in the U.S. with fracking technology, 
both to refineries and to consumers, is critical. 

Obviously, we have two major means of transport. A massive 
pipeline network, which, at this point, much of it is pretty aged: 
1950s, 1960s, 1970s major construction booms. It has been up- 
dated, it has been added to, but there are identified problems. We 
had the Enbridge failure with tar sands crude, a Canadian com- 
pany, exempt from paying into the Oil Spill Liability Trust Fund, 
because it is oil sands, tar sands: a stellar ruling by the Internal 
Revenue Service, that doesn’t constitute crude oil. And they are 
still cleaning that one up, 4 years later. And it was quite some 
hours before it was known. 

We had the spectacular and very deadly gas explosion in Cali- 
fornia. Subsequently, Congress adopted legislation, the Pipeline 
Safety Regulatory Certainty and Job Creation Act of 2011. 

Unfortunately, the Pipeline and Hazardous Materials Safety Ad- 
ministration has been incapable of implementing any of the or- 
dered regulatory reforms. Likewise, even though we have known 
that DOT-111 tank cars are not adequate or safe since 1993, 
PHMSA has yet to promulgate a rule for a new standard. In fact, 
the industry itself is so frustrated that they proposed a new stand- 
ard to the agency. But the agency couldn’t even look at that and 
act quickly. It got lost somewhere in the bowels of the administra- 
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tion between the agency and the trolls over at the Office of Man- 
agement and Budget who will further delay the ruling. 

We need a new standard for railcars, so we can move ahead with 
production. They have managed to mangle the rule by merging it 
together with operational issues, which are much more difficult to 
deal with, and controversial. I have asked them to sever the rule. 
Let’s just have a standard for tank cars, get it done, get it done 
now, start the production, create jobs here in America, transport 
the oil more safely. And also, by the way, do your job in imple- 
menting the 2011 law. 

So, with that, I look forward to hearing from the witnesses about 
how we can more safely transport oil and gas, which is so critical 
to our economy. 

Mr. Denham. Thank you, Mr. DeFazio. I now call on the full 
chairman — full committee chairman, Mr. Shuster. 

Mr. Shuster. Thank you. Chairman Denham. And welcome to 
our witnesses here today. I echo much of what has been said by 
the chairman and the ranking member, so I will keep my state- 
ment very, very brief. 

As we all know, in production, we are outpacing the world, and 
are the leading producers of oil and gas in the world. And that con- 
tinues to grow. And with that growth, we have to make sure that 
we have the modes of transportation available to move those prod- 
ucts, and the infrastructure that moves those products, whether it 
is rail, whether it is pipelines, that they do it in a very safe man- 
ner. 

We will continue to push safety to make sure that that is the 
number-one issue for us. We want to make sure that these things 
move — especially after we have seen a couple of incidents — even 
with those incidents, you still look at the safety record, and it is 
very good. But, as I said, I think we can do better. 

My State of Pennsylvania has Marcellus shale gas production, 
which continues to increase. Slowed down now, but part of the 
slowdown is not just the price, but we don’t have the pipeline in 
place to move the quantity of gas that is necessary. And if we don’t 
make sure that these private companies making private invest- 
ments are able to invest their money without Government inter- 
ference, without Government slowdown in many cases, we are not 
going to have the modes of transportation we need to continue to 
move this energy throughout the country. 

I know that the freight rails last year hired 17,000 people, and 
there is more growth to come. As we study the pipeline needs, if 
we are making — if those companies are making those kinds of in- 
vestments in the future, they will create 80,000 to 100,000 jobs a 
year, as we move forward. 

So, today I am looking forward to hearing from our panelists, 
hear what they have to say, hear how their investments are going 
to be made, and how they are looking at the safety that we need 
to continue to push, and ensure that the rail and pipeline network 
are meeting the needs and, as I said, with safety being at the fore- 
front. 

And, with that, I yield back. 

Mr. Denham. Thank you, Mr. Chairman. Now I would like to 
welcome once again our witnesses that are here today: Jason 
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Thomas, managing director and director of research for The Carlyle 
Group; Jack Gerard, president and CEO, American Petroleum In- 
stitute; Ed Hamberger, president and CEO, Association of Amer- 
ican Railroads; Andrew Black, president and CEO, Association of 
Oil Pipe Lines; and Greg Saxton, senior VP and chief engineer of 
The Greenbrier Companies. 

I ask unanimous consent that our witnesses’ full statements be 
included in the record. 

[No response.] 

Mr. Denham. Without objection, so ordered. 

Since your written testimony has been made part of the record, 
the subcommittee would request that you limit your oral testimony 
to 5 minutes. 

Mr. Thomas, you may proceed. 

TESTIMONY OF JASON M. THOMAS, PH.D., CFA, MANAGING DI- 
RECTOR AND DIRECTOR OF RESEARCH, THE CARLYLE 
GROUP; JACK N. GERARD, PRESIDENT AND CHIEF EXECU- 
TIVE OFFICER, AMERICAN PETROLEUM INSTITUTE; ED- 
WARD R. HAMBERGER, PRESIDENT AND CHIEF EXECUTIVE 
OFFICER, ASSOCIATION OF AMERICAN RAILROADS; ANDREW 
J. BLACK, PRESIDENT AND CHIEF EXECUTIVE OFFICER, AS- 
SOCIATION OF OIL PIPE LINES; AND GREG SAXTON, SENIOR 
VICE PRESIDENT AND CHIEF ENGINEER, THE GREENBRIER 
COMPANIES 

Mr. Thomas. Thank you very much. Thank you for the oppor- 
tunity to testify 

Mr. Denham. Can you pull it closer? 

Mr. Thomas. Thank you. Thank you for the opportunity to testify 

this morning. I am director of research at The Carlyle 

Mr. Denham. So close that it feels really uncomfortable. 
[Laughter.] 

Mr. Thomas. I am sorry, I thought it was immovable. Thank you 
very much for the guidance; I appreciate that. 

So, I am the director of research at The Carlyle Group, which is 
the — one of the largest global alternative asset managers. We have 
about $203 billion under management. 

From our perspective, an investor’s perspective, the domestic en- 
ergy revolution has three related, but distinct layers. 

The first and most obvious is direct investment in energy re- 
sources, energy exploration and development companies. These in- 
vestments generally involve the purchase and development of acre- 
age or mineral rights. 

The second layer involves investments in the infrastructure nec- 
essary to transport energy from where it is produced to where it 
is consumed. These investments can be direct investments in spe- 
cific transportation or storage 

Mr. Denham. Mr. Thomas? 

Mr. Thomas. Yes? 

Mr. Denham. Pull that mic really close to you; I am having trou- 
ble picking up 

Mr. Thomas. I am sorry, Mr. Chairman. So, the second, as I 
mentioned, is investments in infrastructure projects to move the 
energy from where it is produced to where it is consumed. These 
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can be investments in specific projects, or investments in the debt 
or equity of companies that operate in this space. 

Finally, the third layer — I think that is underappreciated — that 
we focus on is investments in companies that are energy-intensive, 
companies for whom energy accounts for a large share of value- 
added or total costs. 

Carlyle is active in all three layers, through our strategic rela- 
tionship with NGP Energy Capital Management. And through our 
Energy Mezzanine Opportunities Eund, we intend to invest $7 bil- 
lion over the next 3 to 4 years to develop energy resources and in- 
vest in E&P companies. 

Carlyle invests in energy infrastructure projects and companies 
that own energy infrastructure through our Energy Mezzanine Op- 
portunities Eund and our Carlyle Power Partners funds. 

Einally, Carlyle invests in energy-intensive businesses through 
our U.S. buyout and growth capital funds. Of special note, in 2012 
Carlyle Eunds partnered with Sunoco to form Philadelphia Energy 
Solutions, which is the longest continuously operating oil facility in 
the U.S., and the largest oil refining complex on the U.S. eastern 
seaboard. And since 2013, PES has undertaken a number of capital 
projects to diversify oil supplies, reduce energy cost inputs, and im- 
prove efficiency. Eoremost among those was a high-speed unloading 
rail facility capable of receiving 160,000 barrels of domestically pro- 
duced crude oil per day. 

So, quickly, right now I think the decline in the price of oil has 
a lot of complex origins. And I think that it is difficult to make 
forecasts about how quickly the price is going to adjust backward 
up towards an equilibrium level, and it is difficult to know what 
that equilibrium level happens to be. 

But right now I think it is clear that most of the attention among 
the E&P players is focused on reducing costs to make production 
economical, even in light of the decline in the price of crude. And 
also, among investors, looking at the potential for distressed oppor- 
tunities. There is about $730 billion of bonds outstanding that are 
linked to E&P companies or energy, more generally. And there is 
a concern that the compressed cash flows, in light of the decline in 
the price of oil, and the decline in the collateral value of the acre- 
age, is going to create the potential for many bankruptcies, many 
distressed securities. And I think that, for the most part, the E&P 
space is — investors in that space are very focused on identifying 
those opportunities in the next several years. 

As a consequence, I think most of the investment in new capac- 
ity, new fixed investment, is likely to transition to the transpor- 
tation infrastructure, and then also continued investment in com- 
panies that make use of low-cost energy. Whereas the 
attractiveness of developing resources, of course, depends on the 
price of the resources, the midstream transportation infrastructure 
can be invariant to the price. 

And then, of course, the returns on new fixed capital among com- 
panies that burn energy actually increase as the price declines. So 
the dramatic decline in the price of oil, natural gas liquids, and 
then, of course, natural gas, actually increases operating profits of 
energy-intensive businesses, petrochemical manufacturers, et 
cetera. And I would note that the master limited partnerships in 
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the midstream space actually have a — their returns have a lower 
correlation with the price of oil than the S&P 500, as a whole. So 
there is no reason to suspect that the price of oil is going to dra- 
matically reduce their — the interest and attractiveness of invest- 
ment in that space. 

Finally, given time constraints and my inability to use the micro- 
phone correctly, I would just like to say that the number-one issue 
that we would focus on, in terms of transitioning investors’ focus 
from E&P and development towards infrastructure, would just be 
a concern for the time associated with permitting. From a very in- 
vestor-centric perspective, an additional year-and-a-half actually 
would reduce the internal rate of return for a typical project by 
about 36 percent. So you could take projects that, for a provider of 
discretionary risk capital, look quite attractive, and turn them into 
a project whose returns do not meet your investors’ expectations 
and, as a consequence, have to be passed on. 

So, again, I think time is a very important consideration, and it 
can make the difference between attracting capital and building in- 
terest early in the process, and actually not being able to identify 
capital providers. Thank you very much, Mr. Chairman. 

Mr. Denham. Thank you, Mr. Thomas. 

Mr. Gerard, you may proceed. 

Mr. Gerard. Thank you, Mr. Chairman, and Chairman Shuster, 
Ranking Member DeFazio. It is a pleasure to be here with you 
today. 

America’s 21st-century energy reality is far different than it was 
just a few short years ago. Gone are the days of American energy 
scarcity and insecurity. Today, the United States is the world’s 
leading producer of natural gas, and leading refiner of petroleum. 
And soon our Nation will be — or, as some experts already assert, 
will be the world’s number-one producer of oil. 

There is a growing awareness that this is a unique American mo- 
ment. It is a moment that marks the transition from endemic en- 
ergy dependence to energy security and global energy leadership, 
both of which have been public goals of every President and every 
Congress since 1970. But to be clear, to secure this unique Amer- 
ican moment will depend heavily on our ability to build necessary 
infrastructure to achieve our Nation’s full energy potential. 

Investing in our Nation’s infrastructure means more: more jobs, 
more revenue to State, local, and Federal Governments; a more dy- 
namic and efficient economy; and an improvement in our Nation’s 
trade balance. On the jobs front, an analysis from the IHS con- 
sulting group found that essential infrastructure improvements in 
just the oil and natural gas area could, over the next decade, en- 
courage as much as $1.15 trillion in new, private capital invest- 
ment, support 1.15 million new jobs, and add $120 billion, on aver- 
age, per year to our Nation’s GDP. 

This level of potential infrastructure investment eclipses the 
pending highway bill. But if they were to occur together, could 
mean thousands of well-paying jobs, improve our Nation’s global 
economic competitiveness at a time we need it most. That is why 
decisions to improve our Nation’s electrical grid, roads, pipelines, 
rail freight lines — particularly those built by the private sector — 
should be driven by what is best for the American energy con- 
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sumer, our Nation’s economy, and status as a global energy super- 
power. 

In this year of American energy abundance, we must think dif- 
ferently when it comes to how and where we invest in our Nation’s 
infrastructure. The past year of energy scarcity required a silo ap- 
proach to energy policy, each mode considered in isolation and com- 
petition with the other modes. In this era of energy abundance, we 
need more of all. 

Investing in our Nation’s infrastructure means that products 
from all industries move more efficiently within our Nation, which 
lowers costs to consumers and gives our businesses and manufac- 
turers a competitive edge in the global marketplace. Given the inte- 
gral part America’s infrastructure plays in job creation and eco- 
nomic growth, and our Nation’s role as an energy leader, globally, 
our efforts must transcend political philosophies and partisan 
wrangling. Infrastructure investment and improvements benefit us 
all, regardless of our political persuasion. 

We agree with what the President said just a few short days ago 
during his State of the Union speech that, “21st-century businesses 
need 21st-century infrastructure.” The oil and natural gas industry 
stands ready to work with anyone interested in safely and respon- 
sibly improving our Nation’s energy infrastructure so that it sup- 
ports our Nation’s game-changing energy opportunity to benefit all 
Americans. 

It is our view that we should adopt policies that sustain and ex- 
pand, not pull back our Nation’s drive towards energy security, and 
reject policies that would result in a return to scarcity and uncer- 
tainty. Together, we have a once-in-a-generation opportunity to 
show the world how energy abundance can be used as a positive 
force, and expanding and modernizing our infrastructure will be es- 
sential to our success. 

As you and your colleagues deliberate on how best to improve our 
Nation’s infrastructure, I urge you to consider the historic oppor- 
tunity before us, and to support policies that transform this unique 
American moment into an enduring legacy of American energy se- 
curity and global energy leadership. 

Thank you for the opportunity to testify, and I look forward to 
answering your questions. 

Mr. Denham. Thank you, Mr. Gerard. 

Mr. Hamberger, you may proceed. 

Mr. Hamberger. Thank you, Mr. Chairman, Chairman Shuster, 
Ranking Member DeFazio. And a special recognition to the new 
Members who won their struggle to get a seat on the most powerful 
subcommittee in the House of Representatives. 

As you pointed out, Mr. Chairman, America’s freight railroads 
are indeed the envy of the world. They move vast amounts of 
goods, connecting consumers and businesses over a 140,000-mile 
network. Importantly, they are privately owned, operating almost 
exclusively on infrastructure that they own, build, maintain, and 
overwhelmingly pay for themselves. That is in stark contrast to 
trucks and barges, who compete against railroads for freight traffic, 
but mainly use infrastructure supplied and paid for by the tax- 
payer. 
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The global superiority of U.S. freight railroads is a direct result 
of a balanced economic regulatory system that relies on market- 
based competition to establish rate and service standards with a 
regulatory safety net available to rail customers who need it. This 
balanced regulation has allowed our freight railroads to improve 
their financial performance and condition from once very poor con- 
ditions to much healthier levels today. 

That, in turn, has allowed railroads to pour massive amounts of 
money back into the locomotives, freight cars, tracks, bridges, tun- 
nels, and other infrastructure and equipment that keep our econ- 
omy moving. In fact, just yesterday, we were able to announce that 
Class I railroads planned to invest $29 billion in 2015. That is on 
top of the $27 billion mentioned by the chairman in 2014, $25 bil- 
lion in 2013. Private capital going back into the system. They an- 
nounced that we will plan to hire 15,000 new employees, of whom 
we expect 1 in 5 will have served in the armed forces. 

All told, freight railroads have spent $575 billion of private cap- 
ital since 1980 on improving the performance of their infrastruc- 
ture and equipment. It is often said that our Nation’s infrastruc- 
ture is crumbling. But, thanks to their massive spending back into 
the networks. Class I freight railroad infrastructure today is in its 
best overall condition ever. As our service challenges of last year 
indicated, however, we just need more of it. 

The challenge for railroads is to ensure that the current high 
quality of rail infrastructure is maintained, and that adequate ca- 
pacity exists in the future to meet our Nation’s growing needs. This 
committee has a particularly crucial role to play. At a time when 
you are wrestling with how to fund other surface modes, it makes 
no sense to enact public policies that would discourage these pri- 
vate investments in rail infrastructure that boost our economy and 
enhance our Nation’s economic competitiveness. 

Turning to energy, the huge growth in domestic oil and gas pro- 
duction has moved our Nation closer to energy independence. The 
benefits are clear: tens of billions of dollars in reduced oil imports 
from unstable countries whose interests don’t always match our 
own; increased economic development, including manufacturing 
jobs; thousands of new well-paying jobs; and, in recent months, a 
sharp decline in gasoline and heating oil prices that is the func- 
tional equivalent of giving the average American household hun- 
dreds of dollars in additional spending money. 

Railroads have played a key role in delivering these benefits. In 
2008, Class I railroads originated 9,500 carloads of crude oil. Final 
numbers for 2014 are not yet in, but we estimate about 500,000 
carloads in 2014. This growth is largely because railroads offer ca- 
pacity where there is none, and the flexibility to transport product 
quickly to different places in response to market needs. 

In addition, rail facilities can almost always be expanded much 
more quickly than pipelines or refineries. And, in some areas, the 
ability of a railroad to serve a refinery can make the difference be- 
tween that refinery continuing to operate or closing down. 

Railroads devote enormous resources to safe operations, no mat- 
ter what we carry. That said, railroads recognize that more work 
must be done to ensure public confidence in the transportation of 
crude oil, specifically. From 2000 through 2014, when U.S. rail- 
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roads originated a total of approximately 1.33 million carloads of 
crude oil, 99.995 percent of those carloads arrived at their destina- 
tion without a release caused by an accident. In 2014 alone, exactly 
7 cars were in an accident that released crude oil out of about 
500,000. That is 99.999 percent safety. 

We are not standing still. Addressing accident prevention, acci- 
dent mitigation, and emergency response, railroads, in concert with 
our customers, are helping to ensure that our Nation is able to 
safely and reliably utilize the tremendous national asset that do- 
mestic crude oil represents. Railroads provide a vital link for our 
farmers, manufacturers, and resource producers to both the domes- 
tic and global marketplaces. 

But the challenges of creating, maintaining, and operating a rail 
system capable of meeting present and future needs will require 
the benefit of effective public policy. We look forward to working 
with this committee to help assure this outcome. 

Thank you, Mr. Chairman. I apologize for running late. 

Mr. Denham. Thank you, Mr. Hamberger. 

Mr. Black, you may proceed. 

Mr. Black. Good morning. Chairman, Ranking Member. I am 
Andy Black, president and CEO of the Association of Oil Pipe 
Lines, AOPL. We represent transmission pipeline operators who 
deliver crude oil, refined products like gasoline, diesel fuel, and jet 
fuel, and natural gas liquids, such as propane and ethane. Our 
pipelines extend 192,000 miles across the U.S., safely delivering 
14.9 billion barrels of crude oil and energy products in 2013. 

Americans benefit when our pipelines deliver the gasoline they 
need to drive to work, commute; the propane they use for rural 
heating, crop drying, and livestock; and the raw materials like eth- 
ane used for manufacturing. As domestic oil production has grown, 
American pipelines have responded by delivering 1.35 billion addi- 
tional barrels of crude oil per year over the last 5 years, with 
10,000 miles of new pipeline added into service in just the last 4 
years. 

Still more pipeline capacity is needed to bring the full benefits 
from increased North American production of crude oil to American 
workers and consumers. In many cases, our existing pipeline net- 
work needs more capacity to move crude oil from producing regions 
to where it can be manufactured into refined products, such as gas- 
oline, and sent to communities that would benefit from new supply 
options. 

And our existing pipeline network needs more capacity to move 
increasing amounts of natural gas liquids, such as ethane, to petro- 
chemical plants, where good-paying manufacturing jobs produce 
plastics, chemicals, containers, and a host of other consumer prod- 
ucts. 

While our Nation needs additional pipeline capacity greatly, this 
is a difficult time to expand pipeline capacity. First, pipelines must 
secure long-term agreements with shippers to provide financial 
support for expansion projects. Second, pipeline operators need 
prompt decisions from Government agencies for environmental per- 
mits and approvals needed for pipeline routes and border crossings. 
While the multiyear delays imposed on the Keystone XL project are 
well known, some other State and Federal permitting decisions are 
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also taking longer, growing more complicated, and resulting in un- 
necessary delays. 

While pipeline operators know there is a role for rail delivery of 
crude, pipelines are the best way to transport large volumes. A sin- 
gle pipeline can deliver 800,000 barrels per day, all day, every day. 
As much as crude by rail has increased over the last few years, the 
8.3 billion barrels of crude oil delivered by pipeline in 2013 were 
more than 20 times the volumes delivered by rail. Pipelines are 
also the lowest cost way to transport petroleum products, with 
rates only a fraction of other modes. 

Not only are pipelines the safest mode of transportation, they are 
getting safer. Since 1999, the number of releases from liquid pipe- 
lines is down 50 percent. Incidents due to corrosion are down 76 
percent since then. These pipeline safety improvements are the re- 
sult of hard work and resources spent by pipeline operators. 

In 2013, pipeline operators spent over $2.1 billion evaluating, in- 
specting, and maintaining their pipeline infrastructure. Pipeline 
operators also conducted 1,455 in-line inspections covering 47,000 
miles of pipeline with so-called “smart pigs” to scan and survey the 
inside of their pipelines. 

Pipeline operators conducted more than 12,000 excavations of 
pipeline segments for further inspection or maintenance in 2013. 
Our industrywide safety improvement efforts are embodied in the 
API-AOPL Pipeline Safety Excellence initiative, which reflects the 
shared values and commitment of pipeline operators to building 
and operating safe pipelines. 

Pipeline operators share an industrywide goal of zero pipeline in- 
cidents. It drives us to constantly examine our performance results 
and continue to improve overall safety. 

Pipeline operators also have a long history of working together 
on safety. Our members may be commercial competitors, but they 
work together to improve safety. Today we are releasing the “2015 
API-AOPL Annual Liquids Pipeline Safety Performance Report 
and Strategic Plan.” It represents the top initiatives approved by 
the leadership of the pipeline industry for executive-level attention, 
support, and resources. This year’s plan has industrywide goals to, 
one, improve inspection technology capabilities; two, enhance safety 
threat identification and response; three, expand safety culture and 
management practices; and, four, boost response capabilities. 

In 2015 we will undertake strategic initiatives to improve crack- 
ing inspection technology, and implement new industrywide rec- 
ommended practices for finding and managing pipeline cracking, 
managing leak detection programs, and improving emergency plan- 
ning and response. We would be happy to meet with any member 
of the committee or other staff to review these efforts. 

The ongoing North American energy production renaissance is 
bringing tremendous benefits to the American public. Pipelines are 
the best way to transport these benefits, and we will continue ex- 
panding and working hard to make them even safer. Thank you. 

Mr. Denham. Thank you, Mr. Black. 

Mr. Saxton, you may proceed. 

Mr. Saxton. Chairman Denham, Ranking Member DeFazio, 
members of the subcommittee, thank you for the opportunity to tes- 
tify today at this important hearing. My name is Greg Saxton, and 
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I am the senior vice president and chief engineer for The 
Greenbrier Companies, a leading supplier of transportation equip- 
ment and services to the railroad industry. I am responsible for all 
tank car and freight car engineering for the four manufacturing fa- 
cilities Greenbrier operates in North America. I also chair the Asso- 
ciation of American Railroads’ Equipment Engineering Committee, 
and am a member of the RSI and AAR Tank Car Committees. 

In recent years the rail supply industry has experienced a signifi- 
cant increase in the demand for railcars. Responding to the needs 
of our customers, Greenbrier has made significant investments in 
capital in our manufacturing and repair facilities. We have tripled 
our capacity to perform repairs and retrofits. We have 39 railcar 
repair and retrofit shops, including a shop in Modesto, in the chair- 
man’s home district. And we built 4,000 tank cars last year; we ex- 
pect to build 8,000 tank cars this year. 

A key driver in the increased demand for railcars is the surge in 
the volume of crude oil moving by rail. In 2013, U.S. rail systems 
transported over 400,000 carloads of crude oil, up from just 9,500 
carloads in 2008. 

The rail industry has a very good record of providing safe trans- 
portation of crude oil. However, the increased volumes and de- 
mands placed on the network have come with significant safety 
and environmental risks. These risks are highlighted by a number 
of major incidents involving crude oil being transported by rail, in- 
cluding a catastrophic fire that caused 47 fatalities and destroyed 
part of Lac-Megantic, Quebec, in 2013. 

Contributing to this risk are the tens of thousands of outdated 
legacy DOT-111 tank cars that carry this volatile crude oil. The 
rail industry has acknowledged the need to update this rail tank 
car standard. Nearly 4 years ago, the industry and the AAR peti- 
tioned the U.S. Government to mandate a more robust design, and 
the industry voluntarily adopted this robust standard we call CPC- 
1232. 

Unfortunately, the Federal Government has still not acted on 
this petition to mandate standards requiring stronger, safer tank 
cars, and the DOT-111 specification remains the Government-spec- 
ified design in the United States. This lack of Federal action con- 
tinues to allow oil to be transported in tank cars lacking the latest 
safety ideas, causing the NTSB to say, “the current tank cars mov- 
ing these flammable liquids are not up to the task. It is crucial to 
strengthen these existing rail tank cars.” 

Greenbrier agrees. We strongly urge the Pipeline and Hazardous 
Materials Safety Administration, PHMSA, to adopt its proposed op- 
tion number two contained in the notice of proposed rulemaking. 
Adopting option two as the fixed and final standard for new tank 
cars placed in service after October 1, 2015, is key. This should be 
combined with requiring retrofit of all existing tank cars by 2020. 
This is an aggressive timeline, but we believe it is achievable. 

Greenbrier has not waited on the Federal Government to design 
a safer tank car. We are already making major capital investments 
to address this need. We are investing in our production capacity 
to support strong demand for our Tank Car of the Future. This car 
has features that inhibit discharge of contents during derailment, 
to reduce the penetration of the tank car shell, and to limit pool 
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fires that can result when hazardous contents of the car escape and 
are ignited. With this design, the likelihood of tank car spills in a 
derailment at 50 miles per hour can he improved by up to approxi- 
mately seven to eight times, compared to the majority of cars now 
operating in hazardous service in the North American fleet. 

Customer response to the Tank Car of the Future has been very 
positive. We currently have orders for more than 3,500 of these 
cars, and we have begun delivering them to customers. In fact, a 
unit train of more than 100 of these tank cars built to this highest 
safety standard received its initial cargo in Bakken crude in the 
fields of North Dakota very recently. This is the option number two 
car that we would like to see PHMSA adopt. 

A final rule establishing clear, robust standards for new tank 
cars and timelines for retrofitting of existing cars will permit the 
industry to make the necessary upgrades to these facilities that 
will make these cars possible. 

Mr. Chairman, thank you for allowing Greenbrier the oppor- 
tunity to share our views on this important topic. We are proud to 
be a player in the Nation’s energy renaissance. Thank you, sir. 

Mr. Denham. Thank you, Mr. Saxton. Time permitting, we 
should be able to have two rounds of questions here. I will start 
this afternoon — or this morning out. 

Mr. Thomas, despite the recent drop in the price of oil per barrel, 
will there still be a need for significant investment in midstream 
infrastructure? 

Mr. Thomas. Yes. I would say the scale of the opportunity is 
really unchanged. When you think about the risk of — facing mid- 
stream operators, it is volume-metric, not really related to price. It 
is how much the resource actually goes through the pipelines, goes 
through the rail. And at this stage, I think that even the develop- 
ment is slowing, the amount that is actually anticipated to go 
through pipelines, rails, over the next few years is unchanged. I 
think the development cycle is likely to be elongated. So the same 
amount of resources will ultimately be developed, it is just going 
to be over a longer period of time at current prices. So, again, I 
don’t see any reason to suspect that the needs are changed. 

Also, when you think about the basic economic opportunity, it is 
really related to basis differentials. The notion that you are pay- 
ing — you are receiving prices for gas, for natural gas liquids, at the 
place it is produced that are substantially below the market price, 
and that the profit that can come from developing the infrastruc- 
ture is from reducing those basis differentials, that you are actually 
able to receive what is a market-clearing price in other parts of the 
country. 

Mr. Denham. And, based on where the products are being ex- 
tracted and where they actually need to go, where do you view the 
greatest need in infrastructure improvements, as well as new infra- 
structure? 

Mr. Thomas. Well, first, with the natural gas liquids, most of the 
production, the cracker facilities that actually produce the end 
chemicals, are located in Louisiana, Texas, other parts of the 
Southwest. But then you have most of the wet gas that is being 
produced in Bakken, Marcellus, certainly. So I think that con- 
necting those areas is paramount. 
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Secondly, just with natural gas, you have prices for natural gas 
in the Northeast that are still quite high, relative to where they 
should be, so you have the connecting Marcellus natural gas to the 
Northeast for households, for businesses, that energy infrastruc- 
ture is greatly needed. 

Again, one final point. With natural gas liquids, I think that this 
is really a national issue, because there just hasn’t been really 
much in the way of investment over the last 20 years, and natural 
gas liquids really cannot be transported over the existing natural 
gas infrastructure. So that is more national. The other two, again, 
I think it is connecting Marcellus and Bakken to the Southwest, 
Louisiana, Texas, where most of the processing facilities lie. 

Mr. Denham. So what type of infrastructure? Rail? Pipelines? 

Mr. Thomas. Well, yes, both. But certainly, I think, you know, 
there is going to be an emphasis on the construction of pipelines 
for — prospectively. But, again, I think that — ^you know, we owned 
a company for a period of time — we were an investor in a company, 
I should say — Genesee & Wyoming, which was a short line rail, 
and that helped with getting the Marcellus and Utica shales, trans- 
porting liquids and crude. And I think that this is going to con- 
tinue. 

I think, you know, in the fullness of time you would expect pipe- 
lines — you know, perhaps 12,000 to 15,000 miles of pipelines — to 
account for the natural gas liquids transportation. Right now we 
have about $125 billion of fixed investment planned for petrochemi- 
cals in the United States. And a lot of this is international players 
moving here because of lower feed stock prices. And this is going 
to be serviced largely by pipeline development, in my opinion. 

Mr. Denham. And currently we have 2.6 million miles of pipe- 
line. We have added about 10,000 more miles in the last year. I 
mean, how much more is needed? How much capacity is needed 
with that current infrastructure that we have today? 

Mr. Thomas. Well, again, I do want to 

Mr. Denham. The question is, do we ever catch up? 

Mr. Thomas. Well, I think we have the opportunity to catch up, 
because, again, my impression of the E&P market is focused on, 
now, cost reduction and distress. So there is going to be less fixed 
investment related to development. Now is the opportunity for the 
investment in midstream infrastructure to catch up to the past re- 
source development that has occurred. So that is the opportunity 
today. 

And again, I do want to emphasize that natural gas liquids, the 
pipelines associated with the transport for petrochemical produc- 
tion, do require a — they cannot simply be transported over the ex- 
isting natural gas infrastructure; they require quite a bit of con- 
struction on their own. And that market is, again, completely de- 
pendent on development of transportation infrastructure, going for- 
ward. 

The investment in the end production is there, it is coming on- 
line. It is growing this year — the amount — the value of facilities the 
petrochemical space put online has grown by 70 percent. So it is 
the — the downstream is there, it is a question of whether the mid- 
stream and infrastructure will ultimately be developed to support 
that. 
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Mr. Denham. Thank you. Mr. DeFazio? 

Mr. DeFazio. Thank you, Mr. Chairman. Is there anybody on the 
panel who disagrees with the need for a more robust rail tank car 
than the DOT-llls? 

[No response.] 

Mr. DeFazio. OK, good. We start there. Now, let’s talk about 
how quickly we can move there. 

Now, Mr. Thomas, I assume some of your people are looking at 
investments in railcars, since most railcars are not owned by the 
railroads, they are owned by investors. Is regulatory uncertainty 
regarding a new design holding people back from making those in- 
vestments? 

Mr. Thomas. The problem with uncertainty is that it is very dif- 
ficult to calibrate, in terms of your investment model. So you don’t 
know what it ultimately means for 

Mr. DeFazio. Right. So if we have a — if we had a known design, 
and a time period in which to phase it in, you know, people could 
figure out, you know, how they’re going to amortize that invest- 
ment, what the investment is, and decide whether or not, ration- 
ally, to be in the tank car business or not. Right? But right now, 
without knowing what the design is going to be, that is probably 
causing some hesitation. 

Mr. Thomas. And I would also note that, very often, you can 
have — when you assume a certain level — degree of risk aversion 
among managers, that you could actually have less investment be- 
cause of uncertainty than you do with an almost bad outcome with 
the regulatory. 

Mr. DeFazio. OK, excellent. 

Mr. Hamberger, in — ^you know, with the rule that is proposed, we 
have both a mix of operations. Has to do with braking and speeds 
and design. Now, do you think — are the operations and braking 
issues going to raise concerns? Have they raised concerns? 

Mr. Hamberger. Indeed they have, Mr. DeFazio. But let me just 
expand, if I can, on your first question. I am aware of a manager 
of at least one major tank car leasing company who has been told 
by her lawyers 2 years ago not to spend any money to replace the 
DOT-llls until there is a final rule on what is — out of PHMSA. 
So 

Mr. DeFazio. OK. Thank you. 

Mr. Hamberger [continuing]. To Mr. Thomas’s point 

Mr. DeFazio. That is very helpful. 

Mr. Hamberger [continuing]. That lack of certainty has, in fact, 
reduced 

Mr. DeFazio. OK. Let me put it this way. Could we expedite the 
rulemaking if it was divided between a design criteria and oper- 
ations issues? 

In fact, when I have asked, “Why are they combined?” I am basi- 
cally told, “Well, we think we are going to have trouble with those 
two, so we want to move it through on the back of the tank car.” 
Well, I want to get the tank cars in process. 

Mr. Hamberger. If memory serves, I testified in the Senate last 
fall, and recommending exactly that. 

Mr. DeFazio. OK. 
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Mr. Hamberger. We need certainty. We have already adopted 
voluntary speed limits. We have already adopted improved braking 
systems. So I think that what Mr. Saxton has indicated as well is 
we need certainty so that the new tank cars can 

Mr. DeFazio. Right. I mean you are never supposed to ask a 
question you don’t know the answer, but, Mr. Saxton, you went to 
Lac-Megantic. Those were DOT-llls, I understand. 

Mr. Saxton. Yes, sir. 

Mr. DeFazio. Do you think there would — I mean that was a pret- 
ty high-speed incident. Do you think a new tank car design would 
have made a difference in the destruction and the deaths? 

Mr. Saxton. I do believe it would have made a difference. I think 
there would have been fewer breaches. We put 1.6 million gallons 
of crude oil on the ground up there, and I think we would have put 
significantly less amounts of crude on the ground if we had had a 
more robust car. 

Mr. DeFazio. OK. And you used a statistic. I think you said at 
50 miles per hour. What factor of additional safety did you get out 
of the improved design? 

Mr. Saxton. Seven to eight times. 

Mr. DeFazio. Seven to eight times? 

Mr. Saxton. Less likely to breach 

Mr. DeFazio. So what does that mean, in terms of probability of 
rupture? One-seventh, one-eighth probability of rupture, then? 

Mr. Saxton. Yes, sir. That is exactly right. I definitely believe we 
would have breached a lot fewer cars. 

Mr. DeFazio. OK, great. 

Now, Mr. Black, I just — I think you briefly mentioned it in your 
testimony — I couldn’t find it in the written testimony — but an issue 
I have is why does it take so long to detect leaks? Because we have 
a number of incidents listed where pressures went down, and they 
actually increased input, because they thought maybe there was a 
problem other than a leak. In the case of the Enbridge in Marshall, 
Michigan, it was 17 hours. Another Enbridge incident was 3V2 
hours. Why do we have so much trouble detecting leaks? 

Mr. Black. Well, the Marshall, Michigan, incident was an excep- 
tion. The leak detection system that was in operation detected the 
signs of the leak, but the operators did not recognize it was a leak. 
They thought, in the NTSB investigation, it was something else. So 
they tried to increase the pressure in a pipeline to address what 
they thought it was, and they magnified the 

Mr. DeFazio. So is that operator education? Operator error? Is 
it a problem with the detection system? 

Mr. Black. Control room training. And our industry has em- 
barked on a recommended practice for leak detection and recogni- 
tion and response, learning from that incident. 

Mr. DeFazio. OK, thank you. My time has expired. Thank you, 
Mr. Chairman. 

Mr. Denham. Thank you, Mr. DeFazio. Mr. Shuster? 

Mr. Shuster. Thank you very much, Mr. Chairman. 

Mr. Gerard, are there areas of this country that oil and gas ex- 
ploration and extraction have been hindered because of the lack of 
infrastructure? Could you give us a few examples, if they are out 
there? 
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Mr. Gerard. Well, clearly, today, Mr. Chairman, as we look at 
this significant expansion that we have occurred, up to 3 million 
barrels a day more in oil production, significant increases in nat- 
ural gas, I think, as Mr. Thomas pointed out, when you look at the 
Northeast, you look at your good State and the Marcellus shale 
play, if we could move a lot more of that natural gas up into that 
area, I think you would see the impacts to the consumers reduced, 
and consumers would benefit. 

So, what does that do to production? Well, the production is 
going to stay where, obviously, the market allows it to go, just like 
we are seeing today, in terms of the price of crude oil. But fun- 
damentally, that infrastructure, that network to move it, makes 
the system far more efficient. 

So, yes, it does have some impacts, based on investment judg- 
ments. Where will those dollars go? They will go to the road of 
least resistance. And that is why we are hopeful we can move more 
of the Bakken on the oil side, more of the natural gas out of 
Marcellus to the Northeast and then down to our major facilities 
in the gulf, et cetera. 

Mr. Shuster. Thank you. 

Mr. Black, you said 10,000 miles of pipe in the last 4 years. Mr. 
Thomas, you mentioned 12,000 to 15,000 miles of more pipelines. 
What time period is that? In the next 5 years, both of you, either 
of you, how many miles of pipeline do we need to build? 

Mr. Thomas. Well, I would say that would be over about a 5- to 
10-year period. And again 

Mr. Shuster. A 12,000 to 15,000 

Mr. Thomas. That is right. And I think that depends on the pace 
of growth. 

I think one of the good things about the decline in the price of 
oil is that you are going to have much greater asset utilization. For 
a period of time it was — you know, if you got one anchor shipper 
that you could just build the pipeline, and that — you wouldn’t real- 
ly worry about how much was being used. Now there is going to 
be more attention paid to the amount of the asset that is being 
used, and that is going to lead to less risk of overbuilding. 

Mr. Black. The stats that I have for you in terms of barrels per 
day of crude oil and liquids to move towards consumers and work- 
ers, we have got more than 8 million barrels per day of new pipe- 
line capacity. Right now that is either under construction, under 
firm agreements with pipeline shippers, or in open season. So pipe- 
line operators continue to expand capacity to move these liquids to 
where they need to go. 

Mr. Shuster. Thanks. Mr. Thomas, you mentioned in your writ- 
ten testimony about the delays and the permitting process and the 
costs that can be incurred. Can you talk about some of those, the 
significance those costs can make? 

Mr. Thomas. Sure. When there is a potential investment oppor- 
tunity, and there is interest from a provider of discretionary cap- 
ital, and the — if you have to put the upfront money, the amount — 
the delay is going to be quite considerable. Again, if you have a 3- 
year project, a delay of a year-and-a-half on top of that is a 36-per- 
cent decline in the return. 

Mr. Shuster. What 36-percent decline? 
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Mr. Thomas. In the internal rate of return associated with that 
project. 

So, when you are thinking about targeting a 12 - to 15-percent 
per year return for your investor, a delay could be the difference 
between whether this is an attractive opportunity or not. Alter- 
natively, if you want to wait to actually make the cash outlay into 
the future, that means you have to segment part of your fund for 
a future opportunity that may not ultimately materialize. That is 
very difficult to do, because you are under pressure from investors, 
your investors, to put as much of the capital to work as quickly as 
possible. 

So, if you raise money today with the expectation of investing 
over 3 years, it is very difficult to wait 18 months for a potential 
project. So it is just a complication. 

Mr. Shuster. So streamlining the permitting process helps those 
private dollars get into the field and 

Mr. Thomas. It can 

Mr. Shuster [continuing]. Build pipeline 

Mr. Thomas. It can be — again, for a marginal investment, it can 
be the difference between whether it is something that you wish to 
pursue and something that you prefer not to. 

Mr. Shuster. Mr. Hamberger, you mentioned $29 billion, and 
that is a lot of money. 

Mr. Hamberger. Yes, sir. 

Mr. Shuster. But I think that, in perspective, what percentage 
of the rail industry’s revenues or profits does that $29 billion make 
up? I think it gives — at least for me, it gives me a better under- 
standing of how 

Mr. Hamberger. I appreciate that. The CAPEX is about 18 per- 
cent of revenue. When you combine the two, it is about 40 percent 
of all revenue back into 

Mr. Shuster. Out of your revenue, not your profits. 

Mr. Hamberger. Out of revenue. Yes, sir. 

Mr. Shuster. Yes. And how does that compare to other indus- 
tries? Utilities industries, the 

Mr. Hamberger. With respect to CAPEX, per se, the average in 
America is 3.5 percent for all manufacturing. For the last decade 
we have been around 17 to 18 percent. 

Mr. Shuster. Significant amounts 

Mr. Hamberger. Yes, sir. 

Mr. Shuster. OK, thank you. And I yield back. 

Mr. Denham. Thank you, Mr. Shuster. 

Mr. Larsen, you are recognized for 5 minutes. 

Mr. Larsen. Thank you, Mr. Chairman. I just want to remind 
the panelists. People on the west coast use natural gas and oil, too. 
And we have refineries. You make it sound like everything is east 
of the Mississippi, or at the mouth of it. So we got five refineries 
in Washington State, alone. And in the last 2 years, we have gone 
from zero gallons of crude oil transported on rail lines through 
Washington State to nearly 1 billion gallons. And that same time, 
we have seen a decrease in oil, crude oil, by tanker by about the 
same amount. So it is almost a one for one. In that same amount 
of time, the pipeline — crude oil from pipelines to the refineries has 
stayed about the same. So we have sort of seen its replacement. 
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As a result — and I have talked to several of you about this — as 
a result, we have seen an increase in crude by rail, and an increase 
in the community’s knowledge of it, and insistence that something 
be done about it to ensure safety. And so, I have a couple of ques- 
tions on that line. 

And, first, is for Mr. Hamberger. And kind of how would you 
characterize this relationship between your capital investment and 
your maintenance and repair investment in safety? How do you 
talk about the return on investment from the safety investment 
that you make? 

Mr. Hamberger. There is a direct correlation, and I will be 
glad — I think it may actually be in my written testimony, of the 
amount of money spent and the accident rate. A direct correlation 
between a well-maintained railroad and a safe railroad. 

Now, it is not just the maintenance, it is also the training of the 
employees. But new equipment is safer. So that — and if you go 
back to the bad old days when we were owned — 25 percent of the 
track was in — owned by companies in bankruptcy, the Interstate 
Commerce Commission actually kept track of something called 
standing derailments. Deferred maintenance was the hallmark of 
the day. Deferred maintenance is a euphemism for not getting out 
and taking care of your railroad. We don’t have deferred mainte- 
nance now. And so, there is a direct correlation between that 
spending and safety. 

Mr. Larsen. Yes, thanks. And, Mr. Saxton, the discussion Mr. 
DeFazio and others have brought up about the tank car design and 
such, obviously, if you all are either building new tank cars, the 
“Tank Car of the Future,” or retrofitting tank cars, that is putting 
people to work. As well, people who aren’t currently working today, 
I assume, and you have to hire up. 

In your opinion, can your side of the industry ramp up fast 
enough to do retrofits and to build a “Tank Car of the Future” to 
address concerns about a potential shortage of tank cars to move 
crude? 

Mr. Saxton. The short answer to that question is yes. Of course, 
what you are alluding to is the fact that the PHMSA document, or 
proposal, has certain dates by which events have to occur. And 
they are aggressive, but we believe they are doable. 

Mr. Larsen. So why do you believe they are doable, and some 
folks say they are not doable? 

Mr. Saxton. Well, for example, last year we built 4,000 tank 
cars. This year we will be building 8,000 tank cars. That is a lot 
more to do. 

I have this deep abiding faith in the American economy. But I 
also believe that if we set the bar low, we will not quickly do things 
that we need to do to build safer tank cars. And I think it is really 
incumbent on us to do that. Because, as a railroad person, or as 
someone in the rail industry, if we were to have additional 
derailments that caused more fatalities, I think we could lose our 
franchise, the trust that the American people put in us to do this. 
So I think it is really important for us to get on with it. Give us 
a bar, let us get over it. 

Mr. Larsen. I think if we set it low enough, you will be sure to 
hit it. 
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Mr. Saxton. You have it. 

Mr. Larsen. Yes. That is good enough for me. Thanks. Thank 
you, Mr. Chairman. 

Mr. Denham. Thank you, Mr. Larsen. 

Mr. Hanna, you are recognized for 5 minutes. 

Mr. Hanna. Thank you. Chairman. 

I am curious. You mentioned, Mr. Thomas, that if we had a bet- 
ter pipeline system, we would have cheaper natural gas in certain 
areas. And you said that, specifically, the price was higher than it 
should be. Natural gas is trading about 2.68 today, something like 
that. In those areas that you might be speaking of, what would you 
expect the marginal cost to be to the consumer without those im- 
provements? 

Mr. Thomas. Well, I mean, they can be a multiple of the Henry 
Hub price. So, again, it is — the economic potential value added for 
infrastructure investment is not the price so much as the differen- 
tial between the price at Henry Hub and the price that you pay at 
the end market. And you could have a savings that actually, in to- 
day’s market, are three to four times the actual spot price. 

So, it can be quite dramatic. And, again, I think that as long as 
those 

Mr. Hanna. So it is a direct cost to the consumer that could be 
helped with infrastructure. 

Mr. Thomas. Yes. 

Mr. Hanna. Mr. Hamberger, you mentioned that you have 99.95 
percent, seven cars, thousands and thousands of cars out there. 
And yet, it sounds like, from the ridiculous to the sublime, with all 
due respect to Mr. Saxton, that the urgency associated with his line 
of testimony and the actual on-the-ground, knowing that you have 
improved speed, you have improved braking conditions on your 
own, and — what am I missing, here? 

How much, Mr. Saxton, do you think you are going to reduce 
those seven cars with forcing an industry to expedite something the 
way you think it should? And I am not arguing with the idea that 
it needs to be done, just that I am — have a problem with the ur- 
gency associated with the conversation here. 

So, Mr. Hamberger, would you like to 

Mr. Hamberger. Let me start. It is a coordinated effort of pre- 
vention, mitigation, and response, and the tank cars in the mitiga- 
tion piece, when the accident does happen, you want to have as 
safe a tank car that still allows the efficient movement of the prod- 
uct. 

As some of us mentioned, we took the initiative in 2011 — in 
March of 2011, we petitioned PHMSA to adopt a standard which 
we submitted to them. They delayed. In October of 2011, Jack and 
his members and other shippers agreed to adopt that on a vol- 
untary basis, because we wanted to get to the next level of safety. 
We have now agreed to take that even a little bit further, from a 
safety standpoint. And I think where we are — where I am, at 
least — is tank car owners don’t know what to order. And so, instead 
of ordering even the new voluntary agreement that we reached, 
they are waiting for PHMSA to decide what the regulatory stand- 
ard is going to be. 
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And so, meanwhile, the 2011s are still being used. The number 
I have is that if the tank car that API and AAR recommended in 
our joint comments in the regulatory process last fall is adopted, 
it would reduce the probability of a release in an accident by 81 
percent. That is a pretty good safety improvement, and we just 
need to know that that is the standard that DOT 

Mr. Hanna. To be fair to Mr. Saxton, maybe you would like to 
weigh in. I 

Mr. Saxton. Well, first, I want to agree with everything Mr. 
Hamberger has said. I want to point out a couple nuances here. 

It has already been testified that at least one major leasing com- 
pany will not order any of these new cars until regulatory certainty 
occurs. It is important to realize the railroads are common carriers. 
When a shipper — and, Mr. Hamberger, correct me if I get any of 
this wrong — when a shipper presents a properly packaged com- 
modity to the railroad — in this case, often crude oil, for example — 
if it meets DOT standards, the railroad has to move it. 

So, you have got to get beyond this uncertainty regarding the car 
that will be required in the future. Because economic forces, the 
market, will crush an overpackaged commodity, eventually. It will 
have to go to the cheapest commodity car. So that is what we are 
here, asking you for. 

For over 20 years, we have been doing this dance, according to 
NTSB, and I agree. 

Mr. Hanna. Sure. I just want to mention, too, that the House 
passed H.R. 161, the Pipeline Reform Act, which seeks to take from 
558 days, which is the current permit process, down to under a 
year. So what you are asking for is in the works right now, in the 
House. 

So, thank you. My time has expired. 

Mr. Denham. Thank you, Mr. Hanna. 

Mr. Sires. No? 

Mr. Cohen. 

Mr. Cohen. Thank you, Mr. Chair. Mr. Hamberger, you have tes- 
tified that railroads are 99.99 percent safe. And Mr. Black said 
that the most — the safest way to transport is by pipeline. Is he 100 
percent safe, or is he somewhere between 99.99 and 100, or is he 
just wrong? 

Mr. Hamberger. We have statisticians that are taking a look, 
and I think we are arguing about decimal points here. The fact of 
the matter is we are safe, pipelines are safe, and this product has 
to move, and is a good news story that is leading this country to 
energy independence. 

And so, we are not quibbling over thousandths of a percent. I 
think we are both very safe and trying to get safer. 

Mr. Cohen. If something happens with the railroad, and you 
have a train derail, you have got a limited amount of oil that is 
at risk. But — could risk the puWic, if so many cars lose their load. 
Pipeline has a problem, it is unlimited, is it not? 

Mr. Black. In the event of a pipeline release, the operator turns 
off power to the pump stations and isolates — and turns off valves 
to isolate the amount of the release, limiting the amount that can 
be released. When a pipeline operator responds properly to an inci- 
dent, it is a small amount of barrels that are released. 
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Mr. Cohen. Is that what happened in the Enhridge spill? Was 
there a limited amount of oil? Obviously, it was limited, because it 
is still not going on. But was it not a great quantity? 

Mr. Black. Correct. Pipeline operators want to properly detect 
the release and begin to respond. In that case, they did not. That 
is the exception. A lot of learnings have occurred from that. We 
have had a lot of investments in leak detection technologies and 
recommended practices being developed at API on several different 
issues to minimize pipeline releases and improve responses. 

Mr. Cohen. Mr. Black, the EPA has stated that tar sands poses 
serious environmental risks, and more serious than other crude 
oils. Do you agree or disagree that tar sands is a more serious envi- 
ronmental risk than other crude oils? 

Mr. Black. I disagree. It is like any heavy crude oil. National 
Academy of Sciences is studying that issue right now. They have 
already studied one issue about whether it is more corrosive inside 
a pipeline. An expert review panel concluded that it was not. 

Mr. Cohen. So you don’t agree with the opinion that tar sands, 
environmentally, are more likely to affect the environment if there 
is a spill. 

Mr. Black. Behaves like any other heavy crude oil. 

Mr. Cohen. Do you believe tar sands — right now they have an 
exemption from contributing to the fund that we have on — Oil Spill 
Liability Trust Eund. Do you think that liability is appropriate? 

Mr. Black. Well, I want to reassure you that any pipeline oper- 
ator is responsible for any release, and the Oil Spill Liability Trust 
Fund will apply in any release. 

Now, the IRS, the ruling that Mr. DeFazio mentioned, has appar- 
ently given a private ruling that some importers of crude oil don’t 
pay into the Oil Spill Liability Trust Fund. But, regardless of what 
is carried, if there is a release from a pipeline, the pipeline oper- 
ator is financially responsible, and the Oil Spill Liability Trust 
Fund is there, as a backup, for that on-scene Federal coordinator, 
or for any claims. There is no exemption of that. It is just a ques- 
tion of what importers pay the per-barrel excise tax into the fund. 
I don’t have a position on that. 

Mr. Cohen. Mr. Hamberger, there are several cities in this coun- 
try that are significant railroad centers. Which one is the best city 
for railroads? 

[Laughter.] 

Mr. Hamberger. I feel confident in saying that Memphis ranks 
right up there, sir. 

Mr. Cohen. Exactly. That is what I thought. Absolutely, posi- 
tively. I yield back the balance of my time. 

Mr. Denham. Thank you, Mr. Cohen. 

Mr. Hardy, you are recognized for 5 minutes. 

Mr. Hardy. Thank you, Mr. Chair. 

Mr. Thomas, thank you for supplying your expert analysis on the 
energy markets. In your testimony you stated that there are rough- 
ly five reasons for the drop in oil prices. You state that the current 
spot price is roughly about $45. I was wondering if you could ex- 
pand on your analysis of and discuss how the decrease in prices 
might be affecting natural gas. 
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Mr. Thomas. Yes. Well, let me — first, I think that the — there is 
lots of moving parts. And that is why I think it is so difficult to 
make a judgment as to where the price is ultimately going to end 
up, or how quickly it is going to get there. 

One of the issues with respect to natural gas is that, very often, 
in wet plays you have economies of scope, so that the price of nat- 
ural gas, the — is less — it has less of an impact on your interest in 
continuing the development, because you are also getting liquids 
associated with that. And then the liquids can he sent to different 
end markets. There is also associated gas that you can get with oil 
production, so that there is, again, economies of scopes that you 
are — ^you are getting more than a single product. The total revenue 
you are getting out of the resource development is greater than any 
one product. 

Right now, I think that the increase in the foreign exchange 
value of the U.S. dollar, which has increased hy about 12 percent 
over the last year, is playing a big role, and perhaps a role that 
is less appreciated by market participants. And if you look at the 
price of iron ore, copper, natural gas, other commodities, you see 
a decline. The price of diamonds is another example, which has de- 
clined by 9 or 10 percent, again, roughly in line with the decline 
with the increase in the foreign exchange value of the dollar. 

So, I would say that that seems to be playing a role, as well. And 
then, again, just to the extent that the decline in some of the nat- 
ural gas liquids, you see about a 60 percent decline in some of the 
spot prices with natural gas liquids that has come down with the 
price of oil, as well. So these markets are very closely related. 

Mr. Hardy. Thank you. Followup on that question, you state in 
your testimony that credit spreads on energy-related high-yield 
bonds have doubled over the past year, and that there is a poten- 
tial for a significant default risk. A 5-percent reduction in the GDP 
is not a small number. 

Mr. Thomas. No, 50 basis points, excuse me. Five-tenths of a 
percent. 

Mr. Hardy. Five-tenths of a percent? 

Mr. Thomas. Yes. No, I think that it is a real risk. If you look 
at — there was about $30 billion of annual high-yield bond issuance 
to support energy development. So E&P companies have now about 
$205 billion high-yield bonds outstanding. The total market for 
E&P-linked credit is about $730 billion. This credit was under- 
written at prices that are obviously very different than those today. 
I think, in most cases, probably expectations for a barrel of oil of 
$80. 

So, you know, if you think about a 70 loan-to-value ratio, that 
there is a lot of acreage that is potentially under water, where the 
decline in the value of oil has — means that the underlying collat- 
eral is worth less than the face value of the outstanding loan. And 
if prices continue to be $50 per barrel for the next 2 years or so, 
I think the potential for defaults is very, very high. 

Mr. Hardy. Thank you. I want to change direction just a little 
bit, and discuss the regulatory process. You mentioned that in the 
GAO report, the case that the interstate natural gas pipelines aver- 
ages about 558 days between pre-filing certification. This seems 
burdensome and unruly, I guess. Is there anything that we can do 
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in this process to help speed that up? And I don’t know whether 
you would like to answer that, or Mr. — thank you. 

Mr. Thomas. I would defer to other panelists. I would just say 
that, you know, to the extent that you can eliminate sequential re- 
views and have them concurrent would, to me — just to make sure 
that you have the same degree of supervision and the same degree 
of oversight, hut that it doesn’t occur sequentially to delay the ulti- 
mate approval or denial. 

Mr. Black. That legislation applies to natural gas liquids, not 
the liquids pipelines that I represent. But the spirit is the same. 
We need decisionmaking, whether it is Federal or State, to he more 
timely, so that pipeline operators can respond, and not have these 
unnecessary delays. 

Mr. Hardy. Thank you, Mr. Chairman. 

Mr. Denham. Thank you, Mr. Hardy. 

Mrs. Napolitano? 

Mrs. Napolitano. Thank you, Mr. Chairman. And I have mul- 
tiple questions, so I will try to he fast as I can. 

One of the things that I have encountered in my area, with the 
Alameda Corridor, of course, is the grade separations. How much 
do you invest in grade separations? 

Mr. Hamberger. I don’t have an overall number for that. Under 
the highway and DOT regulations, we are required to pay up to 10 
percent. 

Mrs. Napolitano. Up to 10 percent. 

Mr. Hamberger. Yes. 

Mrs. Napolitano. Currently, how much of that percentage is the 
norm? 

Mr. Hamberger. I don’t have an answer for that. 

Mrs. Napolitano. I can give you one. Three percent. And that 
is because the Alameda Corridor, which has 24 grade separations, 
have been working on them for a couple of decades. 

And one of the things that has come up here is the — Mr. Saxton, 
you talked about the 3,500 cars that are being ordered. Are those 
1232s? 

Mr. Saxton. They are — actually, but I would call them Super 
1232s. They include additional features that would be required 
under option number two. 

Mrs. Napolitano. OK. So they are better than 

Mr. Saxton. Yes, they are PHMSA’s option number two. 

Mrs. Napolitano. OK. And, Mr. Hamberger and Mr. Saxton, on 
page 13 you indicated there were 60,000 new — the 1232s. Yet I un- 
derstand there are 228,000 DOT-llls. Is that correct, roughly? I 
am looking at page 13 of Mr. Hamberger’s statement. 

Mr. Hamberger. I am sure it is correct, Mrs. Napolitano, yes. 
But not all of those are in crude service. The DOT-111 is the work- 
horse of the fleet, and carries all sorts of commodities. 

Mrs. Napolitano. Mr. Saxton? 

Mr. Saxton. That sounds about right, according to my numbers, 
too, yes. 

Mr. Hamberger. What I have is that there are 19,680 nonjack- 
eted DOT-llls currently in crude oil, and 3,337 jacketed DOT- 
llls, for a total of 23,000 moving crude right now. 
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Mrs. Napolitano. Is there a way to prioritize these when you 
are moving some of the more flammable, or the more 

Mr. Hamberger. We, unfortunately, pull what the customers 
present to us. 

Mrs. Napolitano. Who owns the cars? 

Mr. Hamberger. The cars are owned either by a leasing com- 
pany, or by the individual shippers. 

Mrs. Napolitano. Not by the railroad? 

Mr. Hamberger. Not by the railroads. 

Mr. Saxton. But there is a way to prioritize this, certainly. 
These — we are talking Class III flammables, and there are three 
packing groups. And Packing Group I is the most flammable. Pack- 
ing Group II, Packing Group III 

Mrs. Napolitano. Are the Class I railroads the only ones that 
carry it, or Class II and III also carry? 

Mr. Hamberger. Class II and III also carry, yes. 

Mrs. Napolitano. OK. The human error is the leading cause of 
most of train accidents, 38 percent, anyway. Have you done a 
breakdown of what some of those human errors entail? And what 
are you doing to train your staff, your operators, your people, to 
maybe reduce the amount? 

Mr. Hamberger. Well, you put your finger on it. It is a matter 
of training. It is a matter of focus. It is a matter of having daily 
safety briefings. Each railroad is working on fatigue management 
systems. Clearly, fatigue is a part of human error. And then, of 
course, we also are installing Positive Train Control, which is there 
to 

Mrs. Napolitano. Which is one of my subjects. You mentioned 
in — that the Security and Emergency Response Training Center in 
Pueblo, you are training firefighters. What are you doing to train 
firefighters, or give the information to the handling of railroad 
emergency contact phone numbers to the fire department, to the 
911s in the areas where you operate heavier transportation of 
these oil — crude oil, et cetera, especially coming from the ports and 
other areas that have a high volume of these liquids? 

Mr. Hamberger. We have been moving hazardous material for 
quite some time. This is not new, just because of the crude oil de- 
velopment. And so, we have working relationships with the commu- 
nities in which we operate. They have the numbers 

Mrs. Napolitano. Real time. Real time. Real time. Because 
you — according to this, you let the locals know, but not in real 
time. It is upon request, a general list of the hazards transported 
through the communities, but the information is not in real time. 

Mr. Hamberger. The information is not in real time. We have 
just rolled out an AskRail app, where an emergency responder can 
type in the number of the tank of the car, find out what is in it, 
what is the contact, what is the recommended practice 

Mrs. Napolitano. Has that been available — I am sorry, my time 
is short — has that been made available to all those that not only 
train 

Mr. Hamberger. Yes, it is being made available to the emer- 
gency responders in the communities in which we operate. By April 
1st we will have an ability, if you put in one carload, one car num- 
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ber, you will know what the entire — contents of the entire 
train 

Mrs. Napolitano. I would love to have that information, sir. 

Mr. Hamberger. Yes, ma’am. 

Mrs. Napolitano. Because we have heavy use of that. We had 
a derailment, a hairline rail fracture, in my area years ago. Has 
that been improved? Have you gotten technology that is going to 
help you determine if there is a chance for derailment because of 
a hairline fracture on the rail? 

Mr. Hamberger. It is something — we are continuing to try to de- 
velop new technologies. We have been working with Mr. Gerard 
and his members who have similar issues of — steel cracking in the 
North Sea, for example, taking a look at what kinds of technologies 
are there. More inspections, more railcar inspections 

Mrs. Napolitano. Could this be shared with this committee? 

Mr. Hamberger. Of course. 

Mrs. Napolitano. And thank you, Mr. Chair. 

Mr. Denham. Thank you, Mrs. Napolitano. 

Mr. Katko? 

But, real quickly, Mr. Hamberger, can you just clarify? There is 
125,000 tank cars out there in the fleet. You used a 23,000 number. 
What is that number you 

Mr. Hamberger. Let me submit for the record, but what I have 
is that there are a total number of DOT-llls of 228,000. But those 
in crude oil is 19,680, and for nonjacketed DOT-llls, jacketed 
DOT-3337. These are cars making at least one loaded shipment in 
2013 through the second quarter of 2014. 

Mr. Denham. Thank you. 

Mr. Katko? 

Mr. Katko. Thank you very much. Mr. Saxton, the CPC-1232 
standard which you are advocating for, is that considered by you 
to be the state of the art for the industry? 

Mr. Saxton. No, sir. We are definitely advocating for the option 
number two car, which PHMSA has proposed. And it is a step up 
from the CPC-1232. 

Mr. Katko. OK. What, in your mind, would be considered prob- 
ably the state of the art for rail transport of crude oil? 

Mr. Saxton. Well, we definitely want option number two. That 
is the best car that we think is available. We do not believe the 
CPC-1232 car is what we want to go with in the future. It is better 
than the plain DOT-111 car, but we need to step our game up. 

Mr. Katko. OK. And I have heard a lot of discussion between 
yourself and Mr. Hamberger about the rail industry themselves 
taking it upon themselves to do these improvements. And you have 
done that, is that correct? 

Mr. Saxton. Yes, sir. 

Mr. Katko. Mr. Hamberger? 

Mr. Hamberger. And, to be fair, we have done it in conjunction 
with our customers, including API. 

Mr. Katko. Correct. And I believe you said you spent about $28 
billion in the last couple years in security improvements. Correct? 

Mr. Hamberger. Not security, just 

Mr. Katko. Safety. 
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Mr. Hamberger. Well, in maintenance and capital expenditures, 
which has a direct correlation. 

And, to answer Mr. Larsen’s question, I do have in my testimony 
that since 2004 we have increased spending by 40 percent, and our 
accident rate has gone down by 40 percent. 

Mr. Katko. Right. 

Mr. Hamberger. So it is a direct correlation. 

Mr. Katko. And that is a good thing, because nobody wants li- 
ability, correct? 

Mr. Hamberger. We want safety, sir. 

Mr. Katko. That is right. That is right. So I guess that is my 
question. We have a vehicle out there that is available that is 
seven times safer. And I think you said it was 81-percent reduction 
in chances of spillage. So why do you need the Government to tell 
you to do that? It sounds like you are doing it yourselves, right? 

Mr. Hamberger. The problem is that the Government — this is a 
voluntary standard. The Government can override that. And if they 
have a rulemaking in which they are considering doing something 
different, if you are buying a tank car to the voluntary standard, 
you are concerned that your investment may be — your investment 
timeline may be cut short if the Government declares that that car 
is no longer 

Mr. Katko. I understand that. They can move the goal post, in 
effect, correct? 

Mr. Hamberger. And so, what we need is for them to establish 
that goal post, so that the tank car owners can know what they are 
expected to buy. 

Mr. Katko. OK. But perhaps just my background as a former lit- 
igator for 20 years or 25 years, but isn’t there an incentive, any- 
way, regardless of what the Government does, if you have a vehicle 
that is seven times safer, to get that on the tracks as soon as pos- 
sible, regardless of what the Government tells you to do? 

Mr. Hamberger. Exactly why we have been doing it since 2011 
on a voluntary basis. Yes, sir. 

Mr. Katko. OK. I yield back my time. Thank you. 

Mr. Denham. Thank you, Mr. Katko. 

Mr. Maloney? You are recognized for 5 minutes. 

Mr. Maloney. Thank you, Mr. Chairman. I want to thank the 
chair and ranking member for allowing me to participate in today’s 
hearing. 

I don’t sit on this subcommittee; I sit, of course, on the full com- 
mittee. But I do represent an area of New York, in the Hudson Val- 
ley, which sees an enormous volume of oil being moved, both by 
rail and by barge, down the Hudson River. I want to thank Mr. 
Hamberger for working with my staff. 

In the past you have been so responsive and helpful to us. I ap- 
preciate that very much. I also appreciate your comments on the 
emphasis you place on safety, and the statistics are obviously im- 
pressive. Of course, you know, to those of us who are concerned 
about safety, the issue is not the number of times it moves safely. 
The issue is the possibility that one train won’t. And, in that case, 
the overwhelming statistics don’t mean much if it happens in the 
wrong place and the wrong way. And I know you appreciate this 
very much. 
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I just want to direct your attention to the issue not of accidents 
for a moment, but to terrorism. And, of course, before 9/11 it had 
never happened, as far as I know, that terrorists had taken control 
of an aircraft and used it as a directed weapon to inflict mass cas- 
ualties. What concerns me very much is the possibility that an oil 
train could be similarly taken and directed and used as a weapon 
of mass destruction. 

These trains move, as you know, through highly populated areas. 
They move through sensitive military assets. I represent the U.S. 
Military Academy at West Point. The train goes right under the 
main building. Can you comment for a minute, please, on the steps 
you are taking to guard against an intentional act with respect to 
one of these trains? 

In particular, what concerns me very much, just the extraor- 
dinary amount of unguarded track where a shaped charge, an lED, 
could be placed and remotely detonated. And, if that were done in 
the right place at the right time, the results could be catastrophic, 
through no fault of the operator. Not through human error, not 
through an accident. And I am interested in the degree to which 
the upgrades in the cars could mitigate that. 

But could you comment for a minute on this issue? 

Mr. Hamberger. Yes, sir. In 2001 we put together a security 
plan for the freight railroads. We have four levels of alert. We 
weren’t very creative. We called them alert levels one, two, three, 
and four, instead of a color code. But each level of alert is based 
on information received from the Government. 

We have, and have had since 2002, a full-time railroad employee 
sitting over at the National Joint Terrorism Task Force desk, help- 
ing analyze data that comes in. We are connected, we have an op- 
erations center at the AAR here in Washington, connected through 
secure phones to all of the dispatch centers of the Class Fs. And, 
of course, the only way to — not the only way, but the best way to 
prevent that is by having information and intelligence. Is there a 
threat? Is there a risk? And so that is why we take that very seri- 
ously, to stay in touch with the agencies. 

The issue of hijacking a train, given the control from the dis- 
patch centers, you know, it could happen, but we think that we 
would be able to disable that train before, you know, it was 

Mr. Maloney. Let me just pick up on that point. I mean — and 
just — and I appreciate your answer, I really do. But if, while we 
are speaking, somebody in a small boat travels alongside the side 
of the Hudson River and hikes up a short distance onto the rail 
embankment and digs a trench and puts a shaped charge in it and 
slides back off into the river and detonates by cell phone, is there 
anything to prevent that right now at any point along the Hudson 
River? How would anyone know in time? How would anyone pre- 
vent it 

Mr. Hamberger. I cannot speak 

Mr. Maloney [continuing]. Where and when they wanted. Isn’t 
that true? 

Mr. Hamberger. I cannot speak to the specifics of the Hudson 
River bridges. I do know, when we went into Iraq and Afghanistan, 
that we had a very specific plan with the Department of Homeland 
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Security to guard certain bridges, rail bridges around the country. 
I don’t know whether 

Mr. Maloney. I am not even speaking about a bridge, but just, 
really, anywhere along the track. 

But just on your last point — and, Mr. Chairman, my — here it is. 
I didn’t realize — I don’t have the time in front of me, so I am sure 
I will be gaveled down if I exceed it, and deserve to be, but the 
question I have is, with respect to the implementation of Positive 
Train Control, it is an issue I am very interested in, following the 
crash which occurred near my district, and it took the life of some- 
one from my home town of Cold Spring. 

The fact of the matter is that PTC implementation, which we are 
trying to enhance through measures like opening up Railroad Re- 
habilitation and Improvement Financing, you know, the RRIF 
funds. 

Mr. Hamberger. Yes, sir. 

Mr. Maloney. Isn’t it the case that that would be very helpful 
in the situation where we are discussing, where you had an instant 
where a train was being hijacked, or being taken control of by a 
terrorist? Wouldn’t we be able to stop that train remotely? 

Mr. Hamberger. That would provide another level, another layer 
of control at the dispatch center. 

We are — again, I am sure we will have a hearing on this before 
too long — we have spent over $5 billion trying to implement Posi- 
tive Train Control. We are not dragging our feet in any way. We 
are not going to make the deadline of the end of this year, but we 
are committed to getting it done, and we will get it done right. 

Mr. Maloney. I appreciate that. I see my time has expired. 

Thank you, Mr. Chairman. 

Mr. Denham. And thank you, Mr. Maloney. I would like to point 
out that, as he brought up the Passenger Rail Reform and Invest- 
ment Act, which we are going to be seeing here shortly, we do ad- 
dress RRIF funding, being able to use that, and PTC-eligible. So 
any time we can shout out PRRIA, we like to do so. 

Mr. Maloney. Well, I appreciate that, Mr. Chairman, very much. 
It is very important. Thank you. 

Mr. Denham. Thank you. Now recognize Mr. Webster for 5 min- 
utes. 

Mr. Webster. Thank you, Mr. Chair, for putting this on. I have 
a question of Mr. Hamberger. 

When you — in your submitted testimony there was a list of — I 
think they are sort of do’s and don’ts of how we could support rail 
investments. And one of those was public-private partnerships. 

Mr. Hamberger. Yes, sir. 

Mr. Webster. And in there you stated that arrangements under 
this, private freight railroads and Government entities could com- 
bine resources to a project, offer mutually beneficial ways to bring 
about critical transportation problems and solve them. 

And I guess, in order to do these mutually beneficial critical 
transportation problems and solve them, there appears to be maybe 
one opportunity, and that is through Railroad Rehabilitation and 
Improvement Financing. Are you familiar with that? 

Mr. Hamberger. Yes, I am. 

Mr. Webster. Can you tell me if it has lived up to its potential? 
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Mr. Hamberger. It has clearly not lived up to its potential, Mr. 
Webster. I must say that the Class I freight railroads do not see 
much benefit and value in the RRIF program. They have a balance 
sheet that enables them to finance investments without resorting 
to RRIF. But it is very important for the Class II and Class III rail- 
roads. 

What I am told is that the process to go through to get a loan 
approved, the default premium that you have to pay, it just makes 
it very difficult and, actually, more expensive. And so, I believe not 
very many RRIF loans have occurred in the life of the program. 

Mr. Webster. How would you retool it to make it work? 

Mr. Hamberger. I would — if I might, sir, respond on that to the 
record, I know there are some specific thoughts, particularly that 
the American Short Line and Regional Railroad Association has de- 
veloped. I don’t have those off the top of my head, but there are 
some very specific ways to improve the process and lower that risk 
premium burden. 

Mr. Webster. Well, in your testimony you talked about the fact 
that the dollar amount spent by each entity, the public and private, 
would be based on the benefit that they would receive. 

Mr. Hamberger. Yes, sir. 

Mr. Webster. Could you give me an example of benefits for 
both? I know they would not be necessarily mutual — I mean the 
same, but both would have benefits. What would they be? 

Mr. Hamberger. Well, in honor of Mr. Lipinski having just ar- 
rived, I will use the CREATE program in Chicago, which is one of 
our best public-private partnerships. We actually used a model out 
of UC Berkeley, I believe, which — this is about 10 years ago — went 
through and identified public and private benefits. We have put a 
couple of hundred million dollars in, the State of Illinois has. There 
has been some TIGER grant money that has gone there. And what 
that has done is one of the best projects. It has taken a passenger 
track and run it over the freight track, so that it is like a grade 
crossing separation, if you will, but for railroads. 

So that — in this particular case, there was a — up to over 100 
trains a day which had to stop, as they — sort of like a four- way 
stop sign intersection, and that has been eliminated, and that has 
helped immensely, both for passenger and for freight rail. 

Mr. Webster. Do you think they would be best administered by 
a State, as opposed to the Federal Government? Maybe the Federal 
Government ponies up the money, instead of TIGER grant 

Mr. Hamberger. Yes, sir. 

Mr. Webster [continuing]. Federal money. Would it be better 
that way? 

Mr. Hamberger. Well, in this case, that is exactly the way it is 
run. It is a partnership among the State of Illinois, the city of Chi- 
cago, and the freight railroads operating in Chicago through the 
AAR. And we have a very close working relationship, and, you 
know, ground rules laid out as to how to go forward, if we are going 
to do other projects. 

And so, it is — the Federal Government has regulatory authority, 
we have got to get approvals from EPA and Federal highways. 
And, because of the TIGER grant, we did get some Federal money. 
But they are not part of the partnership. 
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Mr. Webster. Of all of the investment do’s that you had in here, 
what percentage do you think public-private partnership would 
play? If we just did them, OK? We just adopt all these. Which — 
what — do you have a percentage of how much 

Mr. Hamberger. Well, let me put it in this perspective. Through 
the first four years — that is to say 2009 through 2012, $600 million 
of Federal money, through the States, went into Federal rail 
projects. A lot of money, $600 million in 4 years. During that same 
4-year period, freight railroad spent $90 billion of their own 
money — $90 billion private, $600 million Federal, in the course of 
4 years. So whatever that percentage works out to be. 

Mr. Webster. Thank you very much. 

Mr. Hamberger. Thank you. 

Mr. Webster. Yield back. 

Mr. Denham. Thank you, Mr. Webster. 

Mr. Lipinski. And, Mr. Lipinski, before you start, I would like to 
point out that Mr. Webster did mention the RRIF process, which, 
again, in PRRIA we will be streamlining. That bill will be coming 
up here shortly. Any time we get an opportunity to talk about 
PRRIA in our bipartisan work on this committee we like to do so. 
We are looking forward to streamlining that, and forcing quicker 
decisions. Mr. Lipinski? 

Mr. Lipinski. Thank you, Mr. Chairman. And, yes, it is great to 
see bipartisan cooperation here. We are continuing that into this 
Congress. So hopefully we can continue that in a lot of things here, 
on this committee. 

I certainly — I will leave some time at the end for another area 
of questioning, but since we are talking about Chicago — and I know 
Mr. Hamberger wasn’t serious when he said Memphis was the best 
rail town 

[Laughter.] 

Mr. Hamberger. Let the record show. I said Memphis is right 
up there. 

Mr. Lipinski. So, CREATE. We have now made a tremendous 
amount of progress on CREATE. But a lot of the big projects are 
left undone. And for me, as someone who has to go home and talk 
to my constituents who are stuck at rail crossings all the time — 
and that is their biggest concern — that is a big — you know, that is 
something I hear about all the time. And we have not made great 
progress on, you know, grade separations. 

The other part of it that is a big thing that is left to do, other 
big projects, are the rail flyovers. So it is the big projects, the really 
big projects, that aren’t done yet. 

So, I just wanted to ask you, Mr. Hamberger, what your — if you 
have any particular suggestions for how we get these big projects 
done. Because everybody knows, when it comes to the big projects, 
you have got to have all that money. We got the Englewood Flyover 
project done. It was part of high-speed rail funding. I think high- 
speed rail funding is going to be — we are not going to have a whole 
lot of money there, to say the least, I believe, going into the future, 
unfortunately. 

But — so how are we going to get these big projects done, and 
what are the railroads willing to do, you know, both for the fly- 
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overs, which are important, hut also the grade separations? I want 
you — will you talk about both of those? 

Mr. Hamberger. I will submit for the record a letter I sent to 
the former Secretary of Transportation of the State, making a com- 
mitment to live up to our obligations on all of those grade cross- 
ings, as well as to increase the amount of money that we had com- 
mitted to the 75th Street CIP. 

To me, the big question is — your question is tied up in the bigger 
question of what will be the funding for the overall surface trans- 
portation bill. We are committed to continuing to work with the 
State and with the city. 

We continue to spend our own money in Chicago, as you know, 
so 

Mr. Lipinski. But to get the big projects done, you are going to 
need big chunks of money. It is not going to — if money is just com- 
ing in formula funds from the — through the State, for example, the 
State is not going to put huge chunks of money towards these 
projects. So we are going to need big chunks of money to get these 
projects done. 

I mean do you have any recommendations for that, as we move 
forward? What can the Federal Government do? Let me ask you 
that. 

Mr. Hamberger. Well, as I say, to me that is tied up in what 
is the funding level of the bill going to be, whether it be a TIGER 
program, whether it be a project of national significance, like there 
was. And so that really would be dictating whether or not there 
would be big dollars available. 

Mr. Lipinski. Yes, and I certainly think the projects of regional 
national significance — we really need to move forward, get that into 
this next 

Mr. Hamberger. Yes, sir. 

Mr. Lipinski [continuing]. Next bill that we are working on. 

The other thing I want to talk about is, you know, safety ques- 
tions. You know, we have the three-legged approach of prevention, 
mitigation, response for crude-by-rail safety. And with regards to 
response, as you know, I have introduced legislation in this Con- 
gress that I had put in last Congress to move us towards a modern- 
ized shipping paper system by establishing standards to help both 
users and responders. 

I appreciate the railroads have put — what you have put forth to 
develop this technology, the paperless system, electronic system. Of 
course, we still aren’t at the point where we can move away from 
physical paper, but we are making progress to ensure that first re- 
sponders can access the information they need without necessarily 
having to board a locomotive there, in an emergency, which we 
know could be difficult. 

Moreover, the more we develop the technology, the greater the 
opportunity we have to deploy it for other modes. Can you tell me 
at what point you expect the railroads to have a system in place 
that will allow first responders to input the identification number 
of a car for the train? 

Mr. Hamberger. Yes, sir. It is an app we call AskRail. We start- 
ed rolling it out, I guess, last October to communities. Currently, 
it only allows inputting the car number, and it will tell you what 
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is in that car, how to deal with the contents of that car, and emer- 
gency contact information. By April 1st — that is, in the next 2 
months — we hope to he able to roll out — and it is in beta testing 
now — that if you put in one car number, it will give you the entire 
consist, what is in each car, how to deal with that, from a haz- 
ardous materials response, and, again, the contact information. 

So, that would be just another level. We would still have the 
paper, of course, the telephone number, if you know it, the railroad 
to call the dispatch center. But this would then be a third way to 
get that information to the emergency responder in real time. 

Mr. Lipinski. Thank you. I know it is important across the coun- 
try, but especially in the Chicago area, in my district. So thank 
you. 

Mr. Hamberger. Yes, sir. 

Mr. Denham. Thank you, Mr. Lipinski. 

Mr. Barletta? 

Mr. Barletta. Thank you, Mr. Chairman. Last winter my con- 
stituents suffered severe propane shortages and very high heating 
costs during one of our coldest winters. At the same time, in Penn- 
sylvania we have more than 1,000 shut-in wells. These Marcellus 
shale wells are already drilled, and they are ready to be tapped. 
But they are waiting for the infrastructure to move the gas. 

Mr. Thomas, what steps does Pennsylvania, this Congress, and 
industry need to take to make sure that we can catch up on our 
infrastructure needs? 

Mr. Thomas. Well, again, I think, just from the perspective of a 
provider of capital for prospective projects, it is to ensure that 
they — the projects can be — that the process of permitting can be 
done in an expeditious manner, so that when you are contacted 
about a potential investment opportunity, that there is some cer- 
tainty about when the construction can begin, when it can be com- 
pleted, and you can make judgments about the relative 
attractiveness of that investment opportunity, based on hard num- 
bers with regard to ultimate timing. 

Mr. Barletta. And this question is going to go to Mr. Black and 
Mr. Gerard. In my district we have a local steel manufacturer, 
Dura-Bond. They produce pipeline. I have been to their facility, and 
I was very, very impressed by all the double and sometimes triple 
checks that are done to make sure that each segment of the pipe- 
line is safe. 

Now, I know that the Chinese steel manufacturers are trying to 
sell their steel pipe here, in the United States, Mr. Black and Mr. 
Gerard. How are we making sure that every segment of imported 
pipe is meeting the same safety inspections and standards as 
United States manufacturers? 

Mr. Black. Well, the quality of the steel is very important. A lot 
of pipeline operators participate in the API monogram process that 
Mr. Gerard’s organization runs, where, globally, there are specifica- 
tions on the manufacturing of that steel. I know pipeline operators 
buy a lot of American steel. I know in the Keystone XL, it is a ma- 
jority of American steel. 

Mr. Gerard. I will just add to that. As Andy talked about, is we 
at the API, we were originally established as a standard-setting or- 
ganization. So, clearly, the industry will look for those with our 
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label or monogram on them, where we actually go out and audit 
manufacturing facilities and give them our monogram, if you will, 
based on their ability to produce to the criteria or the requirements 
necessary to make sure it is good-quality steel. 

So, we do that, as an industry. And, typically, in contractual obli- 
gation amongst the various providers and all, they will make sure 
they achieve that standard. 

The other thing I would just add, Mr. Barletta, if I could, in re- 
sponse to what you asked Mr. Thomas, the other thing I would sug- 
gest is we — and back to my earlier opening statement — when we 
think about the energy equation in the United States today, you 
talk about your shut-in wells in Pennsylvania and elsewhere, we 
need to think more broadly now, because we need to look for the 
global markets. If we start looking at LNG exports — we need to get 
back to crude export issues — our capacity in the United States 
today is such that we really have the ability to be the dominant 
superpower. 

So, if we want domestic production job creation here at home, by 
allowing for LNG exports, permitting, and all the good things you 
are working on to date, it makes a big difference, because it trans- 
lates right back to the local community, where we will produce that 
steel, we will put those people to work, and produce it for a new 
market that we haven’t been in before. 

Mr. Barletta. I agree with you. Pennsylvania can be a lead- 
er — 

Mr. Gerard. Absolutely. 

Mr. Barletta [continuing]. With all the gas we have there. And 
in my district alone, four major pipelines are being built under the 
backyards and farms of my constituents. 

Mr. Black, what are the pipeline companies doing to ensure that 
these pipelines are safe on my constituents’ property? 

Mr. Black. Well, there is a comprehensive series of PHMSA con- 
struction codes that pipeline operators are expected to comply with. 
Pipelines today are using the high-quality steel, most of which, per- 
haps, is from your area of Pennsylvania. And they are employing 
inspectors to inspect the construction activities in pipeline. 

Pipeline operators are x-raying the welds that are done there in 
the trench at a far greater rate than is required by Government 
regulations, to make sure that these pipelines are constructed safe- 
ly. We are embracing a new construction quality management sys- 
tem in liquids pipelines. And, before any liquids pipeline goes into 
service, it is subject to a hydrostatic pressure test, where the pipe- 
line is pumped to a greater degree of pressure than whatever it op- 
erated at, commercially, to make sure that the manufacturing and 
construction is solid before that pipeline goes into service. 

Mr. Barletta. Thank you. 

Thank you, Mr. Chairman. 

Mr. Denham. Thank you, Mr. Barletta. 

Mr. Hamberger, $25 billion in private capital expenditures you 
have spent — ^your companies have spent on different types of 
projects. How many jobs has that created? What types of jobs? 

Mr. Hamberger. Well, last year we projected this time that we 
would hire 12,000. I believe we exceeded 15,000 direct jobs. But 
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each one of our jobs is responsible for about 4.5 other jobs, the De- 
partment of Commerce data show. 

And in our own industry, we are hiring across the board, wheth- 
er it is — of course, about 80 percent of them are in the operations 
and maintenance and signal systems, about 20 percent would be in 
the management side of the house. All in, a railroad employee ben- 
efits and salary — $109,000. So they are very good jobs, they are se- 
cure jobs. And we have, over the years, noticed that when an em- 
ployee joins the rail industry, he or she ends up making it a career, 
not just a job. 

Mr. Denham. Thank you, Mr. Hamberger. And PRRIA — that is 
the Passenger Rail Reform and Investment Act that we are going 
to be seeing here shortly, a great bipartisan bill that this com- 
mittee has been working on for quite some time — that has a num- 
ber of streamlining provisions in there. Could you explain, when 
that bill is passed, if it were implemented today, what those 
streamlining provisions would — how those would affect the dollars 
that you spend? 

Mr. Hamberger. Indeed. Let me commend you, as the chair of 
the subcommittee and, of course, Mr. Shuster, chair of the full com- 
mittee, for your bipartisan effort to get that out of committee last 
year. Look forward to it moving again this year. 

I think it is a great step. You are directing the Secretary to take 
actions to improve the permitting process. Frankly, what Congress 
did in MAP-21 was actually take those steps. And we would urge 
you to consider that, as well. But what it does is it would say that 
each agency, with review, has to look at it simultaneously, not in 
the seriatim way, not consecutively, that there are timelines, that 
there is a lead agency, and it has paid a great return in the high- 
way and transit side. 

My example, if you look out the window, perhaps, you will be 
able to see the Virginia Avenue Tunnel, CSX’s main line north/ 
south. It is one of two choke points left on their main line. The 
other is the Baltimore and Potomac Tunnel. And it is a 100-year- 
old tunnel. It is a single track, and cannot accommodate the dou- 
ble-stack intermodal trains that can take 300 trucks off the road 
at one time. They started the permitting process 7 years ago. Not 
one penny of Federal dollars. The reason they need an environ- 
mental impact statement or review is because they are going to 
close the ramp to 395 for a week during construction. So that is 
the Federal interest. 

Because of that, it has taken 7 years. They finally got a record 
of decision. You will be surprised. They have been sued. They are 
in court. But they did get their first permit just last week. They 
had $140 million set aside for this project. It is now $210 million. 
So that is $70 million that could have gone into other projects. 

And, of course, just the opportunity cost of not having that tun- 
nel — and I see it, we look out on the main line every day from our 
office — you will see a train stopped until the — southbound, until 
the northbound train — and then it can go through. It is a tremen- 
dous drag on the fluidity of their network. And I think that your 
permitting reforms would have made that be in existence today, 
rather than still going through the permitting process. 
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Mr. Denham. And the PRRIA bill that is the bipartisan bill that 
will be coming before this committee here shortly, that 

Mr. Hamberger. Yes, sir. I think that would have helped im- 
mensely, sir, that bipartisan PRRIA bill. Yes. 

Mr. Denham. And, real quickly, Mr. Gerard and Mr. Black, the 
permitting processes can be a big burden on your members’ ability 
to deliver projects. What types of streamlining would help your in- 
dustry? Mr. Gerard first. 

Mr. Gerard. Well, at the risk of stating the obvious, we have a 
similar example that Ed just referenced, called the Keystone XL 
Pipeline. 

[Laughter.] 

Mr. Gerard. I am sure nobody has heard of this before. How- 
ever, we are now in our seventh year of permitting that pipeline. 
It is an $8 billion project, 42,000 jobs are dependent upon that final 
approval, and we are hopeful that eventually happens. 

So, when you come back to the broader permitting issues, let me 
suggest one other thing, Mr. Chairman. I would ask you to think 
about it, I know the jurisdiction doesn’t necessarily lie here. What 
we are seeing across the country today is there is a small group 
of individuals who are using permitting processes and infrastruc- 
ture as surrogates to stop economic activity that they disagree 
with. And we see this often in the energy production arena, par- 
ticularly the development of oil and natural gas, where others have 
decided, and we hear this clearly on the Keystone XL Pipeline. It 
is not really about the pipeline, it is about oil sands production 
coming out of Canada. 

And so, I would just suggest, as you think about streamlining the 
permitting process, which are critically important to all of us, that 
we recognize there are some who abuse the processes to accomplish 
other means. And so we have got to tighten up timeframes, we 
have got to bring certainty to the process, so those that are willing 
to invest the private capital Mr. Thomas talked about, holding out 
for 6, 7, 8 years, just like Ed talked about, can come to some con- 
clusion as to a go/no-go decision in such a way that we can take 
that risk capital and put it somewhere else. 

So, we would like to work with you and work with some of your 
colleagues and other committees in the Congress. This is the big 
deal, and it directly impacts our ability in the broader role of our 
energy leadership to assert our dominance, because we have got to 
have systems in place that operate efficiently. 

Mr. Denham. Thank you, Mr. Gerard. 

Mr. Black? 

Mr. Black. You have heard us talk about this North American 
energy renaissance. As great as it is, there are workers and con- 
sumers that are not fully benefitting from it, because we haven’t 
been able to expand the pipeline infrastructure necessary. 

Border crossings. Keystone XL is the poster child for the prob- 
lems we have had right now in getting timely decisions on border 
crossings. After Keystone gets its permit, it may be time to revise 
this process. The House has passed good legislation to change what 
the review is, to — just that border crossing facility. 

Second, these Eederal agencies that are a part of environmental 
permits, they need to be resourced properly, and they need to get 
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the signals from Washington that they can approve permits where 
they are due. 

Mr. Denham. Thank you. And, lastly, Mr. Saxton, I just wanted 
to touch on something that I know that you have a PR staff that 
is very active in working with a lot of op-ed boards around the 
country. So, as they continue to have those discussions, I want to 
make sure they deal in some factual information: 125,000 fleet 
cars, tank cars in the fleet currently today. You have the capacity 
to build, how many, 8,000 a year? 

Mr. Saxton. Yes, sir. We will build 8,000 this year. 

Mr. Denham. So, if you are building 8,000 a year, the backlog 
would be about a decade to replace the fleet? 

Mr. Saxton. Well, we are not the only builder, sir. We are one 
of 

Mr. Denham. But you are well ahead of your competition. 

Mr. Saxton. I like to think that, but, from a numbers standpoint, 
we 

Mr. Denham. According to your previous testimony, you are look- 
ing forward to seeing a quick 3-year implementation versus some 
of your competitors, who would like to see a 10-year implementa- 
tion. That would lead me to believe that they are significantly be- 
hind. 

But let me address it from a different standpoint. Canada also — 
I have talked to my counterparts in Canada. They are looking at 
a very similar rule. Would Greenbrier be willing to take the posi- 
tion that an American company would sell to American companies 
first, and make sure that, as we are expanding across the United 
States, we actually have the safest tank cars? 

Mr. Saxton. Well, you are probably talking to the wrong person 
about that, because I am chief engineer 

Mr. Denham. I am making sure that the wrong people are not 
talking to the ed boards across the country that would give a wrong 
perception of our current situation. 

I, just like many others, would like to see the administration 
move quicker. And we certainly want to work with them. But I 
want to make sure, as the administration drags their feet, or reor- 
ganizes, or does some shuffling, that there is not a misperception 
out there in the American public that our current tank cars are not 
safe; that our industry does not have a safe record; and, most im- 
portantly, that there is not a — some magic, quick, fast track to get 
all of these new tank cars online very, very quickly. So I just want 
to make sure we are all singing the same tune, that we have a very 
safe industry, and we want to work together in improving that in- 
dustry. 

Mr. Saxton. Well, sir, we do have a very safe industry. What I 
do want to say is that the dates in the PHMSA proposal for both 
retrofit and new cars, I believe, are doable. And I don’t think we 
will have to do just Canada and the United States. I think that 
would be a nightmare. I think we can make those goals happen in 
both countries. 

Mr. Denham. I would like to see the numbers to back that up, 
so that we can make sure that, as we both go out and talk to ed 
boards, that we are making sure that they are hearing the correct 
information. 
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We are short on time on finishing this hearing. I will allow very 
quick last lightning round. Mr. Maloney, if you have got a couple 
of things that you would like to add or get answered 

Mr. Maloney. Appreciate that, Mr. Chairman, and appreciate 
the comments about the bipartisan PRRIA legislation that many of 
us are interested in moving through this committee. 

Won’t keep you long, gentlemen. I am interested in the displace- 
ment of oil shipments from pipelines to rail, because of delays in 
permitting or other factors. In the Hudson Valley of New York we 
have seen a massive increase in the amount moving by barge and 
by rail. Is it fair to say that that is — and each of you could answer, 
if you choose, or any of you — is it fair to say that that is because 
of an inadequate supply of pipelines to move that same crude? 

Mr. Hamberger. I can’t speak to the pipeline on capacity on the 
Hudson Valley, but I assume that it is — I don’t know if it is dis- 
placed from current pipeline capacity, but I believe what it is doing 
is replacing what would — used to serve those refineries by mari- 
time. And so it is domestic energy coming through by rail, because 
the rail capacity is there, and we were able to adjust and adapt to 
it to move it quickly. But I don’t know what the 

Mr. Black. I mean, generally, my understanding is many of 
those refineries were getting Atlantic Basin crude, rather than 
crude from the mid-continent. Railroads have first mover advan- 
tage in moving new supplies of crude oil to an area. 

So, what you have seen in these early stages is railroads moving 
Bakken crude over to that area. Operators, as they make long-term 
agreements with their customers, may expand pipeline capacity 
and compete with those railroads for the business. 

Mr. Maloney. And so, it is fair to say that the volume being 
moved by rail is related to the volume being moved by pipelines, 
and could either increase or decrease, relative to how much we in- 
vest in those pipelines in the future. 

Mr. Black. Yes. 

Mr. Maloney. Isn’t that a point you just made? 

Mr. Black. Yes. 

Mr. Maloney. Mr. Saxton, real quickly, is there an additional 
benefit in the case of the option two cars, in the event of an inten- 
tional disrailment, or a derailment, or in terms of an explosive 
charge that is set off? I mean it really would make an impact, not 
just in accidents, but in decreasing the damage caused by an inten- 
tional terrorist act against one of these trains, wouldn’t it? 

Mr. Saxton. Well, yes, there is. And the benefit, quite frankly, 
is it utilizes thicker steel. It is that simple. You have got more be- 
tween you and the commodity. 

Mr. Maloney. It is also really not quite that simple. The, I be- 
lieve, major safety and security step up is the requirement for a Vs- 
inch jacket and thermal protection, combined with the high-capac- 
ity pressure-relief valve. What has made these accidents — and if 
there was a security attack — so severe is that one car breaches, it 
catches on fire, it heats up the next car, it explodes, and so on. 

And what this new car is designed to do is, as it heats, the oil 
turns into a vapor, it will be spouted through the high-capacity 
pressure-relief valve, the thermal protection will keep it from heat- 
ing too quickly, so that there won’t be another thermal tear, as 
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they call it. It won’t explode, so that the only product that will spill 
is that that occurs in the first incident, the first rupture. And that 
then limits the severity. And, to me, that then limits the effect, 
whether it is an accident or a security breach. 

I will yield back. 

Mr. Denham. Thank you, Mr. Maloney. 

Mr. Webster? 

Mr. Webster. Thank you, Mr. Chairman. I just had a followup 
with Mr. Hamberger. 

You had talked about a number, $90 billion, versus $600 million. 
I think that was what it was. 

Mr. Hamberger. Yes, sir. 

Mr. Webster. My question is, if we were to increase that, or 
make it a little more balanced, the amount of investment, is there 
a number of return on investment of the money that is put up, 
versus what the economic benefit is? 

Mr. Hamberger. Each railroad, of course, has its own hurdle 
rate as to what they want to get in return for their investment. We 
are an incredibly asset-heavy industry, and so we have got about 
$2.40 of assets out there for every dollar of revenue. But that is — 
again, each company, as it takes a look at its CAPEX plan and its 
maintenance plan, has its own return on investment rate. I don’t 
know what it is. 

Mr. Webster. OK. Thank you very much. 

Mr. Denham. Thank you, Mr. Webster. 

Ms. Brown? 

Ms. Brown. Thank you. And thank you, Mr. Chairman. Just one 
quick question. 

First of all, Mr. Hamberger, how are you? 

Mr. Hamberger. I am 

Ms. Brown. And secondly 

Mr. Hamberger [continuing]. Glad to see you here. 

Ms. Brown [continuing]. Can you give us — first of all, let me just 
say that I am committed that the Department come up with the 
final rule as soon as possible. And I know that we will work to- 
gether to make sure that happens. 

And can you give us a brief update on the status of Positive 
Train Control? 

Mr. Hamberger. Yes, I can. Thank you. Congresswoman. We — 
I will submit for the record the exact numbers. But we have ex- 
ceeded $5 billion in money spent trying to implement that. We are 
about — ^between a third and halfway done in actually installing on 
the right-of-way, installing back in the back offices and on the loco- 
motives. 

We will not make the 2015 deadline and, as you are well aware, 
one of the unforeseen hurdles that we had there was the Federal 
Communications Commission. We had about a 15-month period 
where we could not actually install antennas. And then, to their 
credit, they now have a process in place. But it is — takes about 50, 
60 days to get an antenna permitted. 

And so, if you count all of that, it is about a 2-year delay right 
there. And so, we would be looking to this committee to change the 
statutory deadline before the end of the year by 5 years. And that 
would allow time to complete the installation, but, just as impor- 
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tantly, allow time for the continued testing, particularly in places 
like Chicago — and I will say Memphis — where a number of rail- 
roads are operating: short lines, passenger, Amtrak, commuter rail. 
Class Fs. They all have to be able to talk to each other, as they 
move from one track to another with run-through power. You have 
to make sure it works right. If it doesn’t work right, it can have 
a safety — negative safety impact, as well as, of course, a negative 
impact on the operation of the network. 

Ms. Brown. Thank you. I yield back my time. 

Mr. Denham. Thank you, Ms. Brown. I would like to thank each 
of our panelists today for their testimony. Your comments have 
been very helpful. 

If there are no further questions, I would ask unanimous consent 
that the record of today’s hearing remain open until such time as 
our witnesses have provided answers to any questions that may be 
submitted to them in writing, and unanimous consent that the 
record remain open for 15 days for any additional comments and 
information submitted by Members or witnesses to be included in 
the record of today’s hearing. 

[No response.] 

Mr. Denham. We will have a number of questions that we would 
like answers to, as well as the ones that were asked today, and we 
will, as a committee, be reaching out to each of you before we have 
our safety hearing. We will have a number of questions that we 
would like answered prior to that hearing, as well. 

Without objection, so ordered. Again, I would like to thank our 
witnesses again for their testimony. If no other Members have any- 
thing to add, the subcommittee stands adjourned. 

[l^ereupon, at 12:04 p.m., the subcommittee was adjourned.] 
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Mr. Chairman and Members of the Committee: 

Thank you very much for the opportunity to testify before you this morning on recent 
developments in the energy markets and the outlook for energy transportation infrastructure. 
The Carlyle Group is one of the world's largest alternative asset managers firms, with $203 
billion in assets under management 

From an investment perspective, the domestic energy revolution has three related, but 
distinct layers: 

(1) The first, and most obvious, is direct investment in energy resources and energy 
exploration and production (F,&P) companies. These investments generally involve the 
purchase and development of acreage or mineral rights. 

(2) The second layer involves investments in the infrastructure necessary to transport energy 
from where it is produced to where it is consumed. These investments can be direct 
investments in specific transportation or storage projects, or investments in businesses that 
operate in this space, such as utilities, pipeline companies, or railroad operators. 

(3) Finally, investors may also seek to capitalize on the domestic energy revolution by 
investing in energy-intensive businesses. Specifically, investors can buy debt and equity in 
businesses wliere energy accounts for an especially large share of operating costs, or invest in 
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specific projects to add productive capacity or switch the business' fuel use towards cheaper 
domestic energy sources. 

Carlyle is active in all three layers. Through our strategic relationship with NGP Energy 
Capital Management and through our Carlyle Energy Mezzanine Opportunities (CEMOF) fund, 
we intend to invest over $7 billion to develop energy resources and invest in E&P companies 
over the next few years. Carlyle invests in energy infrastructure projects and companies that 
own energy infrastructure assets through our Carlyle Energy Mezzanine Opportunities 
(CEMOF) and Carlyle Power Partners (CPP) funds. Finally, Carlyle invests in energy-intensive 
businesses through our U.S. buyout and growth capital funds. Of special note, in 2012 Carlyle 
funds partnered with Sunoco to form Philadelphia Energy Solutions, which is the longest 
continuously operating oil facility in the U.S. - possibly in the world - and the largest oil 
refining complex on the U.S. Eastern seaboard. Since 2013, PES has undertaken a number of 
capital intensive projects to diversify oil supplies, reduce energy input costs, and improve 
efficiency. Foremost among these projects was a high speed unloading rail facility capable of 
receiving roughly 160,000 barrels of domestically produced crude oil per day. 

Background 

Over the last several years, investors' main focus has been on the first layer of the domestic 
energy revolution. Between 2009 and 2014, fixed investment in structures, facilities, and 
equipment necessary to develop oil and gas reserves accounted for 70% of net industrial 
investment in the U.S.' and reached an estimated $245 billion in 2014, equal to 11% of total 

' Carlyle Analysis of Federal Reserve, G.17. 
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nonresidential investment and 1.4% of GDP.^ The boom in energy investment provided a major 
boost to the economy at a time when business investment growth in other sectors had been 
unusually subdued.’ 

The unexpected collapse in the price of oil has dramatically altered the outlook for energy- 
related investments. While most observers believe the equilibrium price of oil is well above the 
current spot price of $45, there is considerable uncertainty regarding the timing of the upward 
price adjustment and its ultimate magnitude. That is because the price drop has complex 
origins and can be attributed, in part, to: (1) the decline in oil demand due to the slowdown in 
oil-intensive emerging market economies; (2) the dramatic increase in the supply of 
unconventional oil in North America; (3) the 10% increase in the foreign exchange value of the 
dollar, which has led to a decline in the market price of most dollar-invoiced commodities like 
oil, copper, iron ore, etc.; (4) a change in the reaction function of Saudi Arabian oil production, 
which had previously adjusted downward to maintain a higher market price; and (5) the 
decline in the size of Wall Street broker-dealer inventories, which has reduced liquidity in the 
$730 billion market for energy-related corporate bonds and forced holders of these securities to 
hedge their exposure using short positions in oil futures.* Currently, futures markets suggest 
that oil prices will only gradually rise to $60 per barrel by the end of next year. 

While the drop in the price of oil is likely to benefit the economy by increasing real incomes 
and reducing input costs in the transportation sector, it is almost certain to result in a sharp 
decline in E&P-related capex. Cash flows among E&P firms have been compressed and external 

’ Estimated from NIPA Table 53.5, Bureau of Economic Analysis. 

’ Clare, P. and Thomas. J. (2014), “The Opportunities from Underinvestment," Economic Outlook, The Carlyle 
Group. 

' Bank of America Merrill Lynch, Global Index System Database. Accessed January 28, 2015. 
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financing costs have spiked. Credit spreads on energy-related high-yield bonds have doubled 
over the past year, suggesting the potential for sigtuficant default risk if prices remain at current 
levels. The price decline has also made much incremental development uneconomic, as the per 
barrel cost exceeds the current market price. In these circumstances, it would not be surprising 
to see a decline in capex proportional to the drop in oil prices that shaves as much as 0.5% off of 
U.S. GDP this year. 

Current Ouflook 

Today, investors in the E&P space are more focused on identifying distressed companies 
than funding new resource development. With investments in new oil production likely to slow 
considerably, investors' attention is likely to shift to the second and third layers of the domestic 
energy revolution. While the optimum quantity of E&P investment tends to depend on the 
price of the energy resource, expected returns on investments in the second layer - "midstream" 
assets like pipelines, rail and barges, gas storage, and gathering systems - can be invariant to 
the market price of energy. For example, monthly returns on midstream Master Limited 
Partnerships (MLPs) have exhibited a lower correlation with changes in the price of oil than the 
overall S&P 500.’ And, of course, the expected operating profits of energy-intensive businesses 
are inversely related to the price of energy. In the absence of frictions, one would anticipate that 
fixed investment activity would move from resource development to energy transportation 
infrastructure and manufacturing. 

’ Bloomberg, Monthly Rehims over the five years ending January 28. 20 1 5 . When including upstream MLPs, the 
coneiation is about the same as for the S&P 500. 


4 



44 


As I said at the outset, the three layers of domestic energy investment are distinct, but 
ultimately closely related. It has become commonplace over the past several years for energy 
industry analysts in the public and private sector to produce reports forecasting startlingly large 
increases in domestic natural gas development. Implicit to all of these forecasts are trillions of 
dollars in investment in infrastructure, generation, and industrial facilities to transport, store, 
and burn the gas once it's extracted from the ground. 

The most recent estimates from the Energy Information Administration (EIA) assume that 
domestic U.S. natural gas consumption will rise by 6 quadrillion BTU over the next 15 years.'’ 
To achieve this increase, the EIA assumes that energy-intensive industrial production will grow 
by 53% in real terms over the next decade. This means that rather than declining as a share of 
U.S. GDP and energy consumption, as assumed four years ago, the industrial sector is now 
expected to account for all of the net increase in U.S. energy consumption over the next decade. 
For this forecast to be internally consistent, the EIA estimates that the most energy-intensive 
manufacturing subsectors - paper, chemicals, cement and stone, iron and steel, aluminum, and 
glass - will grow 26% faster than the economy as a whole through 2025. 

This forecast is not fantasy; some of the industrial investment is already apparent. Over the 
twelve months ending in November 2014, construction of new chemical manufacturing plants 
increased by 707o7 The increase in domestic chemical manufacturing capacity is tied to the 
multi-year decline in the price of natural gas liquids (NGLs), a key feedstock in the production 
of ethylene and other bulk chemicals. The decline in NGL prices has dramatically reduced the 
cost of producing bulk chemicals in the U.S., which has increased the expected returns per 

Energy Information Aciministration, 2014 American Energy Outlook. 

’ Census, Construction Survey, January 2, 2015. 
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dollar of installed capital and resulted in the aforementioned investment growth. The same 
dynamic is likely to take hold in other industries where energy accounts for a large share of 
output. The greater risk to the energy development forecast comes from potential roadblocks to 
infrastructure investment. 

Streamline Permitting Process 

To ensure the domestic energy revolution is sustained in this period of low prices. Congress 
should focus on enhanced transportation and storage infrastructure. Much of the new oil and 
gas produced in the U.S. is located in parts of the country bypassed by the existing energy 
infrastructure. These bottlenecks result in a fragmented market that imposes huge deadweight 
costs on the economy, as producers accept depressed prices, while utilities and industrial users 
in other parts of the country experience seasonal shortages and price spikes. An estimated $650 
billion to $900 billion of fixed investment is required to connect new shale plays with existing 
energy infrastructure and build new pipelines and storage facilities to accommodate the growth 
in domestic energy production.* 

Congress can accelerate the pace of this investment by streamlining the permitting process. 
A recent Government Accountability Office (GAO) report found that the regulatory review for 
the average interstate natural gas pipeline averages 558 days between pre-filing and 
certification.” The process is so time consuming because of the number of federal, state, and 

local agencies involved, the differences in practices across states, and the absence of a single 

* The range represents results from “North American Midstream Infrastructure through 2035: Capitalizing on Our 
Energy Abundance," ICF International, March 2014; and “Oil & Natural Gas Transportation & Storage 
Infrastructure: Slants, Trends, & Economic Benefits," IHS International, December 2013. 

’ GAO, “Interstate and Intrastate Natural Gas Permitting Processes Include Multiple Steps, and Time Frames Vary," 
GAO- 13-22 1. 
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"lead" agency charged with coordinating the process. The federal government should take 
steps to expedite the review process without undermining any necessary environmental 
assessments. 

For a firm that raises ex ante callable capital to invest in midstream opportunities, such 
delays can make otherwise attractive projects uneconomic. For example, consider a pipeline 
project with an expected two-times multiple on invested capital that would otherwise take three 
years to complete. Adding 558 days to this project would reduce its internal rate of return by 
36%. The uncertainty created by the permitting process makes it harder for projects or 
operating businesses to secure capital early in the planning process. Investment firms seek to 
deploy their capital as rapidly as practicable and cannot afford to segment large portions of 
their dry powder to future projects that may not come to fruition. 

Conclusion 

Increased investment in energy infrastructure has the potential to boost near-term 
employment and offset some of the drag from the expected decline in E&P capex, but its real 
promise comes from its potential boost to long-run economic activity. The case for an energy- 
based "reindustrialization" in the U.S. depends not only on abundant reserves of low-cost 
natural resources, but also the infrastructure capable of transporting those resources seamlessly 
across the country. The recent decline in energy prices should focus investors' attention on the 
hundreds of billions of dollars of investment in transportation, storage, generation and 
industrial facilities implicit to the most optimistic energy development projections. 

Thank you once again for the opportunity to testify. 
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U.S, House of Representatives 
Committee on Transportation and Infrastructure 
Subcommittee on Pipelines, Railroads and Hazardous Materials 
How the Changing Energy Markets Will Affect U.S. Transportation. 

Testimony of Jack N. Gerard 
President and CEO of the American Petroleum Institute 
February 3, 2014 

Good morning Chairman Denham, Ranking Member Capuano and members of the Subcommittee. 

Thank you for the opportunity to testify today. 

API is the national trade association representing all facets of the oil and natural gas industry, which 
supports 9.8 million U.S. jobs and 8 percent of the U.S. economy. API's almost 650 members include 
large integrated companies, as well as exploration and production, refining, marketing, pipeline and 
marine businesses, and service and supply firms. 

America's 21®* century energy reality is far different than it was just a few short years ago. Gone are the 
days of American energy scarcity and insecurity. Today, the United States is the world's leading producer 
of natural gas and leading refiner of petroleum. And soon our nation will be, or as some experts assert, 
already is, the largest crude oil producer in the world. 

There is a growing awareness that this is a unique American moment. It is a moment that marks the 
transition from endemic energy dependence to energy security and global energy leadership. Both of 
which have been public policy goals of every president and every Congress since the 1970s. 

But to be clear, to secure this unique American moment will depend heavily on our ability to build the 
necessary infrastructure to achieve our nation's full energy potential. 


1 



48 


Investing in our nation's infrastructure means more: more jobs; more revenue to local, state and federal 
governments; a more dynamic and efficient economy and an improvement in our nation's trade 
balance. 

On the jobs front, an analysis from the IHS consulting group found that essential infrastructure 
improvements in just the oil and natural gas area could, over the next decade, encourage as much as 
$1.15 trillion in new private capital investment, support 1.15 million new jobs, and add $120 billion on 
average per year to our nation's GDP. 

This level of potential infrastructure investment eclipses the pending highway bill, but if they were to 
occur together could mean thousands of well-paying jobs and improve our nation's global economic 
competiveness at a time when it is most needed. 

That's why decisions to improve our nation's electrical grid, roads, pipelines and rail freight lines, 
particularly those built by the private sector, should be driven by what's best for the American energy 
consumer, our nation's economy and status as a global energy superpower. 

In this era of American energy abundance we must think differently when it comes to how and where 
we invest in our nation's infrastructure. The past era of energy scarcity required a silo approach to 
energy policy -each mode considered in isolation and in competition with other modes. In this era of 
energy abundance we need more of all. 

And investing in our nation's infrastructure means that products from all industries move more 
efficiently within our nation, which lowers costs to consumers and gives our business and manufacturers 
a competitive edge in the global market. 

Given the integral part America's infrastructure plays in Job creation and economic growth domestically 
and our nation's role as an energy leader globally, our efforts must transcend political philosophies and 
partisan wrangling. Infrastructure investment and improvements benefit us all regardless of our 
political persuasion. 
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We agree with what the president said just a few days ago during his State of The Union speech that 
"21st century businesses need 21st century infrastructure." 

The oil and natural gas industry stands ready to work with anyone interested in safely and responsibly 
improving our nation's energy infrastructure so that it supports our nation's game-changing energy 
opportunity to benefit all Americans. 

it is our view that we should adopt policies that sustain and expand, not puil back, our nation's drive 
toward energy security and reject policies that would result in a return to scarcity and uncertainty. 

Together, we have a once-in-a-generation opportunity to show the world how energy abundance can be 
used as a positive force, and expanding and modernizing our infrastructure will be essential to our 
success. 

As you and your colleagues deliberate on how best to improve our nation's infrastructure, i urge you to 
consider the historic opportunity before us and to support policies that transform this unique American 
moment into an enduring legacy of American energy security and global energy leadership. 

Thank you for the opportunity to testify, and I look forward to your questions. 


3 



50 


STATEMENT OF 

EDWARD R. HAMBERGER 
PRESIDENT & CHIEF EXECUTIVE OFFICER 
ASSOCIATION OF AMERICAN RAILROADS 



BEFORE THE 

U.S. HOUSE OF REPRESENTATIVES 

COMMITTEE ON TRANSPORTATION AND INFRASTRUCTURE 
SUBCOMMITTEE ON RAILROADS, PIPELINES AND 
HAZARDOUS MATERIALS 

HEARING TO EXAMINE THE EFFECTS OF THE U.S. ENERGY 
RENAISSANCE ON THE TRANSPORTATION SYSTEM 


FEBRUARY 3, 2015 


Association of American Railroads 
425 Third Street SW 
Washington, DC 20024 
202-639-2100 



51 


Introduction 

On behalf of the members of the Association of American Railroads (AAR), thank you 
for the opportunity to discuss the importance of transportation infrastructure investment in light 
of the United States energy renaissance. AAR's freight railroad members account for the vast 
majority of freight railroad mileage, employees, and traffic in Canada, Mexico, and the United 
States. 


Freight railroads operating in the United States are the best in the world. They move vast 
amounts ofjust about everything, connecting businesses with each other across North America 
and with markets overseas over a rail network spanning 140,000 miles. Their global superiority 
is a direct result of a balanced regulatory system that relies on market-based competition to 
establish rate and service standards with a regulatory safety net available to rail customers where 
there is an absence of effective competition. This balanced regulation has allowed our nation’s 
railroads to improve their financial performance from once anemic levels to much healthier 
levels today, which in turn has allowed them to spend $575 billion since 1980 on improving the 
performance of their infrastructure and equipment -- to the immense benefit of their tens of 
thousands of customers and our nation at large. 

The long-term demand for freight tran.sportation in this country will undoubtedly 
continue to grow. In fact, the Federal Highway Administration forecasts that U.S. freight 
tonnage will rise 45 percent by 2040, Railroads are the best way to meet this demand: 

• America’s freight railroads are privately owned and operate almo.st exclusively on 
infrastructure that they own. build, maintain, and overwhelmingly pay for themselves. 
When railroads reinvest in their networks — which they’ve been doing in record amounts 
in recent years — it means taxpayers don’t have to. 

• Railroads are, on average, four times more fuel efficient than trucks. That means that 
moving freight by rail helps our environment by reducing energy consumption, pollution, 
and greenhouse gases. 
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• h. ?!' ! i.ic I V >st recent year for which data are available, railroads moved a ton of 
fie.v. I iniics. on average, per gallon of diesel. That’s roughly eqiiivaleiU hi 

0,111 aio.oiag one ton from Buffalo to Boston, or Long Beach to Tucson, on a single gallon 
of fuel. 

• 1 lighu o eo.i.ri.stioti constitutes adrag on the economy and is an "incas ..'n, % mx ;n a 

no to I |i.t\ . iiceoixling to the Texas Transportation Institute, ,A,mcricai‘s » 'n; ' som.' ' s 
I'iiii a; hours and billion gallons of fuel each year stuck in traftic Is o , 

single Ir.iin can carry the freight of several hundred trucks — enough to . If nii<,' 

f ctintoy of trucks on the higliways — railroads cut highway giidkvk. as well > . d,c 
Siigh costs o! highway construction and maintenance. 

• 1 hulks to coin|)clilivc rail rates — 42 percent lower, on average, in 20 1 3 than in ! 98 1 ‘ 

Ircighl railus'Kls save consumers billions of dollars every year. Miilion.s of /\merican.s 
work in iiuliisirics thill are more competitive- in the global economy thanks to the 
affordability and productivity of America’s freight railroads. 

• Railroad.? are very sate and getting even safer. Recent years have been tlie safest in rail 
history; preliminary data suggest that 2014 .saw the lowest train accident rate in history. 

With highway congestion becoming more acute and with public pressure grow'ing to 

reduce emissions, conserve fuel, and promote safety. 

railroads are likely to be called upon to do even more in the 

years ahead, given their substantial advtmtages in these 

areas over other transportation modes. Demands for use of 

freight-owned track by passenger trains are mounting and 

will probably continue to grow. And, of course, as our 

economy evolves as exemplified in recent yeans by the growth in rail intermodal traffic, 

cliernicals, crude oil, sand, and other rail commodities — railroads will continue to be called 

utjori to make additional investments in their network.? to provide the efficient, reliable, and cost- 

effective freight transportation service that rail customers, and our nation, need to prosper. 

In my testimony below. I will discuss the importance of niil infrasSruclure, ways it differs 

from other types of transportation infrastructure, and its crucial role in the development of 



itasoil on iiifsafion-acr|u,>ted revenue per ton-mile. 
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energy and other markets. I will also discuss ways policymakers can help ensure that our nation 
has the freight rail capacity it needs now and in the ftiture. 

Overview of Freight Rail Infrastructure and Investments 

Freight railroading requires vast amounts of capital and maintenance spending for 
infrastructure such as track, signals, and structures; for communications and information 
technology; for equipment such as locomotives and freight cars; and for technology research, 
development, and implementation. 

Prior to passage of the Staggers Rail Act of 1 980, much of the U.S. rail infrastructure 
base was in miserable condition, mainly becau.se railroads lacked the funds to properly maintain 
it.^ By the mid-1970s, more than 47,000 route-miles had to be operated at reduced speeds 
because of dangerous track conditions. The amount of deferred maintenance was in the billions 
of dollars and the term “.standing derailment” — when stationary railcars simply fell off poorly 
maintained track — was often heard. 

All this changed with the passage of the Staggers Act and the balanced regulatory 
structure it brought about. Railroads responded to the deregulatory reforms implemented by the 
Staggers Act by rationalizing and upgrading their systems, dramatically increasing productivity, 
improving service, sharply lowering average rates for their customers, and reinvesting heavily in 
productive rail infrastructure and equipment. 


'' in a nutshell, the Staggers .Act eliminated many of the most damaging regulations that hindered efllcient. cost- 
effective freight rail service. Among other things. Staggers allowed railroads to base most of their rates on market 
demand; allowed railroads and shippers to enter into confidential contracts; streamlined procedures for the sale of 
rail lines to new short line railroads; and explicitly recognized railroads’ need to earn adequate revenues. Under 
Staggers, regulators retained authority to protect shippers and consumers against unreasonable railroad conduct and 
unreasonable railroad pricing in the absence of effective competition; regulators still have this authority today. For 
more on the Staggers Act. see 

https://vvww.aar.org/BackgroundPapersfThe%20lmpact%20oft'i20thc%20Staggers%20Rail%20Act%20oR''o201980. 

pdf 
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Indeed, from 1980 to 2014. America’s freight railroads have spent $575 billion — of 
their own funds, not government funds — on capital expenditures and maintenance expenses 
related to locomotives, freight cars, tracks, bridges, tunnels and other infrastructure and 
equipment. That’s more than 40 cents out of every revenue dollar, invested back into a rail 
network that keeps our economy moving. In recent years, despite the recession, railroads have 
been spending more than ever before, including more than $25 billion in 2012 and 2013 and an 
estimated $27 billion in 2014 (see Figure 1). Put another way, America’s freight railroads are 
spending more than $500 million per week on infrastructure and equipment. In 2015, that 
number will likely be even higher. 


Figure 1: Freight Railroad Spending 
on Infrastructure & Equipment* 

($ billions) 



'05 '06 *07 '08 '09 *10 '11 '12 '13 14e 


e • estimated 'Capital spending -t martenanne etq>anses 
Data are for Class l railroads. Sotfce AAR 


Figure 2: Freight Railroad Infrastructure & 
Equipment Spending Per Mile* 



"Capital spending + mantenance e)q>erses per route-mile owned. 
Data are for Class I ra«ro8ds, Source: AAR 


Railroad spending on infrastructure and equipment has soared over the past decade and 


now exceeds $260,000 per mile of railroad (see Figure 2). 'fhis is an extraordinary level of 


funding, and is a clear indication of the remarkable diligence with which railroads have been 


approaching capacity and infrastructure issues. 


By any of a number of measures, the capital intensity of freight railroading is at or near 


the top among ail U.S. industries. For example, freight railroads today spend an average of about 


i 8 percent of revenue on capital investment. The comparable figure for the U.S. manufacturing 
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sector as a whole is around 3 percent. Similarly, railroad net investment in plant and equipment 


per employee — a measurement that 
incorporates cumulative capital spending 
over many years — is far higher than other 
industries. As Figure 3 shows, the figure for 
railroads for 2013 — $946,000 per employee 
— is more than seven times the average for 
all U.S. manufacturing ($124,000). 


Figure 3: Property, Plant & Equipment 
Per Employee by Industry ($000s) 



Data sre 2013, Soirees: Census Eiureau, Bureau of i.abor Statistics, AAR 


Railroads also have 
significantly higher asset 
needs for each dollar of 
revenue produced than other 
industries. As Figure 4 
shows, based on Fortune 500 
data, the figure for railroads 
for 2013 ($2.81) is two and a 


Figure 4: Ratio of Assets to Revenue - 2013 


Industry 


Industry 


Utilities, Energy 

3.52 

Fortune 500 Median* 

1.14 

Railroads 

2.81 

Aerospace and Defense 

1.14 

Mining, Crude Oil Prod. 

2.67 

Packaging, Containers 

1.13 

Pharmaceuticals 

2.30 

Industrial Machinery 

1.11 

Teiecorranunications 

2.11 

Motor Vehicles & Parts 

1,08 

Beverages 

1.78 

Electronics, Electrical Equip. 

1.01 

Household & Personal Prod. 

1,41 

Metals 

0.95 

Pipelines 

1,36 

Food Production 

0,73 

Construction & Farm Machin. 

1,34 

Package & Freight Delivery 

0,70 

Chemicals 

1.32 

Petroleum Refining 

0,70 

Airlines 

1.25 

Trucking & Logistics 

0.58 

Forest & Paper Products 

1.22 

Retailers 

0.46 


‘Excludes real esiate and financial firms. Source: Fortune June 16, 2014 


halftimes the Fortune 500 average for industrial firms ($l.l4). Firms with more assets, like 


railroads, need higher profits to cover the costs of those assets. 


Thanks to their massive investments. Class I freight rail infrastructure today is in its best 


overall condition ever. The challenge for railroads, and for policymakers, is to ensure that the 


current high quality of rail infrastructure is maintained and that adequate freight rail capacity 


exists to meet our nation’s current and future freight transportation needs. 
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Constraints on Rail Infrastructu re Funding 

As noted above, unlike other transportation modes, freight railroads overwhelmingly 
finance their infrastructure spending with private, not public, funds. 

Because U.S. freight railroads must fund the vast majority of their infrastructure spending 
themselves, these investments in rail infrastructure are accompanied by substantial financial risk. 
Accordingly, railroads’ capacity investments must pass appropriate internal railroad investment 
hurdles, and the investments will be made only if they are expected to generate an adequate 
return over a long period of time. 

For this reason, adequate rail earnings over the long term are critical if railroads are to be 
able to make the capacity investments they need to meet their cu,stomers demand and propel the 
economy forward. If a railroad is not financially sustainable over the long term, it will not be 
able to make capacity investments to maintain its existing network in a condition to meet current 
transportation demand, or make additional inve.stments in the replacement or expansion of 
infrastructure required by growing demand. 

Major freight railroads face additional constraints because they are either publicly traded 
or are subsidiaries of publicly traded companies. As such, they must provide their shareholders a 
return commensurate with what those shareholders could obtain in other markets with 
comparable risk. If railroads are viewed as returning less to shareholders, for whatever reason, 
than comparable alternatives, then capital will flee the rail industry or will only be available at 
much higher costs. 

I respectfully suggest that these points — that railroads must be able to earn sufficient 
revenue so that they can invest in and grow their networks, and that, as public companies, they 
must provide their shareholders with a return that will entice them to invest their money with 
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railroads — are crucial for members of this committee and other policymakers to keep firmly in 
mind as they consider rail-related legislation and regulation. 

There is no question that freight railroad financial performance in recent years has been 
much improved compared to earlier years, with some railroads recording “record profits.” Until 
recently, rail profitability was generally poor relative to most other industries. Thus, an 
improvement from earlier years may be a “record,” yet may still yield levels of profitability that 
are only about average compared with the earnings achieved by most of the other industries 
against which railroads compete for capital. 

One example that illustrates this point 
is return on equity (ROE), a measure of 
profitability that reveals how much profit a 
company generates with the money 
shareholders have invested. Figure 5 shows 
that the ROE for the rail industry has 
improved over the past few years, but it is 
still only about average compared to the Fortune 500. To use a baseball analogy, a hitter with a 
li fetime batting average of say, .225 isn’t automatically headed to the Hall of Fame when his 
batting average goes up to, say, .250. 

It would be a tremendous mistake for policymakers to view recent improvements in rail 
earnings as a reason to cap rail earnings through price controls, artificial competitive constraints, 
or by other means. This would cause capital to flee the industry and severely harm railroads' 
ability to reinvest in their networks. Figure 6 shows that, as rail industry profitability has risen in 
recent years, so has rail spending back into their networks. You can’t have one without the 


Figure 5: Return on Equity - RRs vs. the Fortune 500 
20% 



2004 2005 2008 2007 2008 2009 2010 2011 2012 2013 
Source: Fortune 500, various years 
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other. Indeed, if our freight rail industry is 
to fully deliver its potential benefits to the 
economy, its current financial performance 
should only be regarded as a step along the 
path toward sustainability, not as a final 
destination. 

At a time when the pressure to 
reduce government spending on just about every'thing — including transportation infrastructure 
— is enormous, it makes no sense to enact public policies that would discourage private 
investments in rail infrastructure that would boost our economy and enhance our 
competitiveness. Improvements in rail profitability reflect the fact that the current system of rail 
regulation is working. After all, long-term sustainability through higher earnings is precisely 
what Congress meant for railroads to achieve when it passed the Staggers Act in 1980. 

The Transportation Demands of New Energy Resources 

The development of shale oil in the 
United States is well known. The huge 
growth in dome,stic oil production — to 
close to 9 million barrels per day in 2014 
(see Figure 7) — has moved our nation 
closer to energy independence. Already, the 
benefits to our nation have been 

pronounced: tens of billions of dollars in reduced oil imports from unstable countries whose 
interests do not correspond to our own; increased economic development around the country; 


Figure 7: U.S. Crude Oil Production 
(miUions of barrels per day) 


'90 '92 '94 '98 '00 '02 '04 '06 '08 '10 '12 '14p 

p- first 10 mofrths annualized Source Energy Information Administration 


Figure 6; Railroad Profitability and Reinvestments 
Back Into Their Networks Are Closely Correlated 



•Cap8alspen*ig plus mairtenance expenses Data are lor Class I raikoads. Source: AAR 
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ihousands of new well-paying jobs; substantia! amounts of new tax revenue; anti, in recent 
months, a sharp decline in gasoline and heating oil prices that is the functional equivalcnl of 
giving the average li.S. household hundreds of dollars in additional spending money. Rail ha.s 
played a key role in delivcriiig these benefits to our country. 

Railroads have seen dramatic recent increases in demand to transport crude oil. In 2008. 
ll.S. Chess 1 railroads tiriginated 9,500 carloads of crude oil." By 2013, they were up to more 
than 407,000. Final numbers for 2014 
aren't in yet. but they were probably aroiir 
500, 000 (see tngurc 8). In the first nine 
months of 20 14. crude oi! accounted for 
about L7 percent of total origiitated 
carloads on Class I railroads, up froin just 
0.03 percent in 2008. 

Assuming for simplicity that a rail tank car holds about 30.000 gallons (714 barrels) of 
crude oil, railroads’ approximately 500,000 carloads of crude oil in 2014 equal around 980,000 
barrels per day, or around i I percent of U.S. crude oil production. 

Of course, crude oil has little value imless it can be transported to refineries, but most 
U.S. refineries are located in traditional crude oil production areas (Te.xas, Oklahoma) or on the 
coasts where crude oil transported by tanker ship is readily acce.ssible (California, Wa.shington, 
New England, Ciiiif of Mexico). 

Historically, most crude oil has moved from production areas to refineries b>' pipeline. 
However, in many of the new shale oil production areas, especialH' North Dakota, the existing 


Ftgure S: Originated Cartoacls of Crude Csi 
on U.S. Class 1 Raitroads 



’ "Originated" means a ioadctl railcar began its rail journey. 
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pipeline network lacks the capacity to handle the higher volumes, and it lacks Ihe llcxibility and 
geographic reach to serve many potential markets. Railroads, though, have these tittribiiles. 

They offer market ptirticipants the flexibility' to transport product quickly to dil'fercnt places in 
response to market needs, and rail facilities can almost always be built or expanded much more 
quickly than pipelines and refineries. Essentially, railroads are the only transportation mode that 
can expand capacity quickly enough to keep up with production growth in tlie emerging oil 
fields. In some areas, the ability of a 
raiiro.td to serve a refinery can make the 
differenee between the refinery continuing 
to operate or closing down. 

At this writing, the crude oil market 
continues to be wracked by uncertainty, 
with prices down sharply from where they 
were six months ago. No one knows what the future will bring, except that railroads will 
continue to work very hard to provide reliable, safe, cost-elTective transportation to crude oil 
producers and consumers. Even as more pipelines are built or expanded, railroads will continue 

to provide a set of advantages - especially flexibility — that will enable them to continue to 

play a key role in the petroleum-related market long into the future. 

Safety is Paramount 

Railroads share the deep concern of members of this commiUcc and the public at large 
regarding the safe transport of crude oil. From 2000 through 20 1, i, a period during whicli U.S. 
railroads origimilcd tipproximately 832,000 carloads of crude oil, more than OffOS percent o!" 
lliose ctuiotitis arrived at their destination without a release caused by an accident. I'hat said. 
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railroads recognize that more work must be done to ensure public confidence in the 
transportation of crude oil by rail. Working cooperatively with government agencies, our 
customers, our employees, and our suppliers, we’re applying what we’ve learned over the past 
few years as rail crude oil traffic has surged to help ensure that our nation is able to safely and 
reliably utilize the tremendous national asset that domestic crude oil represents. 

Railroads devote enormous resources to enhancing safety no matter what they are 
carrying. That said, railroads have adopted special measures when it conies to moving crude oil 
by rail. Rail actions in this regard fall into three broad categories: accident prevention, accident 
mitigation, and emergency response. 

Accident Prevention 


Railroads’ overall safety record, as measured by Federal Railroad Administration (FRA) 
data, has been trending in the right direction for decades. In fact, preliminary data indicate that 
2014 saw the lowest train accident rate in history. Railroads are proud of this fact, but they know 
the pursuit of .safety never ends. Railroads are always looking for ways to prevent accidents. 


Figure 9: Rail Spending on Infrastructure and 


including through the following means: 

• Reinvestments . One of the most 

important ways railroads have reduced 
accidents is through significant and 
consistent investments back into their 
netw'orks. For example, a railroad might 
replace lighter weight rail with heavier 
rail made from a higher quality steel that 
is more durable and can better handle 
heavy trainloads than the rail it replaced. 

Despite a weak economy, railroads have 
invested far more back into their 
networks over the past five years than in 
any five-year period in history. For 

many of these investments, improving safety is a primary reason the investments are 
made. As Figure 9 shows, in the 10 years from 2004 to 2013, rail spending on their 
networks rose 50 percent while the train accident rate fell close to 50 percent. 
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• Technological advancements . Railroads are constantly incorporating new technologies to 
improve rail safety, including sophisticated detectors along tracks that identify defects on 
passing rail cars and specialized inspection cars that identify defects in tracks, 

• Defect detectors . As of July 2014, specialized track side “hot box” detectors have been 
installed at least every 40 miles along routes with trains carrying 20 or more cars 
containing crude oil. These detectors help prevent accidents by measuring if wheel 
bearings are generating excessive heat and therefore are in the process of failing. This 
allows the freight cars to be taken out of service and repaired before an accident occurs. 

• Routing model . Several years ago, the rail industry and several federal agencies jointly 
developed the Rail Corridor Risk Management System (RCRMS), a sophisticated 
statistical routing model designed to help railroads analyze and identify the overall safest 
and most secure routes for transporting highly hazardous materials. The model uses a 
minimum of 27 risk factors — including hazmat volume, trip length, population density 
along the route, availability of alternate routes, and emergency response capability — to 
assess the overall safety and security of rail routes. Major U.S. railroads are now using 
the RCRMS for trains carrying at least 20 carloads of crude oil, 

• Inspections . FRA regulations dictate the types and frequencies of inspections railroads 
must perform. New FRA regulations regarding inspections for internal rail defects 
became effective on March 25, 2014. For main line tracks on which trains carrying at 
least 20 carloads of crude oil travel, railroads have agreed to perform at least one more 
internal rail inspection each calendar year than the new FRA regulations require. In 
addition, railroads will conduct at least two automated comprehensive track geometry 
inspections each year on main line routes over which trains with 20 or more loaded cars 
of crude oil are moving, something FRA regulations do not currently require. 

• Sneed restrictions . In August 2013, railroads self-imposed a 50-mph speed limit for 
trains carrying 20 or more carloads of crude oil. As of July 2014, if a train is carrying at 
least 20 cars of crude oil and at least one of tho.se cars is an older “DOT-1 1 1” car (these 
oars are discussed further below), that train will travel no faster than 40 mph when 
travelling within one of the 46 nationwide "high threat urban areas” designated by the 
Department of Homeland Security. 

• Train braking . As of April 1, 2014, trains operating on main line tracks carrying at least 
20 carloads of crude oil have been equipped either with di.stributed power locomotives 
{i.e., locomotives placed in locations other than the front of the train) or with two-way 
telemetry end-of-train devices. These technologies allow train crews to apply emergency 
brakes simultaneously from both the head end and locations further back in the train in 
order to stop the train faster. 

Accident Mitieation 

In addition to their efforts to prevent accidents from occurring, railroads have long been 

taking steps to mitigate the consequences of accidents should they occur. Many of these 

mitigation efforts focus on increased federal tank car safety and design standards. For example: 


.issocialion of American Railroacis 


Page 12 of 22 



63 


• In March 2011, the AAR petitioned the Pipeline and Hazardous Materials Safety 
Administration (PHMSA) to adopt more stringent requirements for new tank cars used to 
transport certain types of hazardous materials, including crude oil. These tougher 
standards called for more puncture resistance and additional protection for the fittings on 
the top of a car that enable access to the inside of the car. 

• In July 2011, after it had become clear that PHMSA adoption of the AAR’s proposal was 
not imminent, the industry committee that oversees tank cars adopted the PHMSA 
proposal as the basis for new industry standards for tank cars used to carry ethanol or 
crude oil. The new standards, referred to as “CPC- 1232,” apply to new tank cars ordered 
after October 1, 201 1. To date, around 60,000 tank cars have been built to this tougher 
CPC- 1232 standard. 

• In November 20 1 3, the rail industry called on PHMSA to adopt standards even more 
stringent than CPC- 1232. Railroads expressed support for requiring that new tank cars be 
equipped with jackets and thermal protection, full-height head shields, top fittings 
protections, and bottom outlet handles that will not open in a derailment. The November 
20 1 3 proposal also called for aggressively retrofitting or phasing out of tank cars used to 
transport crude oil or ethanol that don’t meet appropriate standards. 

• Since November 2013, the rail industry has continued to evaluate what other standards 
might be appropriate to enhance tank car safety. For example, railroads now support 
strengthening tank cars used to transport crude oil with even thicker shells than in their 
201 1 proposal. 

• Approximately 228,000 tank cars are so-called “DOT- 111” general service tank cars. 
Around 100,000 DOT-1 1 1 cars are used to transport crude oil or other flammable liquids. 
To the extent that DOT-1 1 1 cars are used to transport crude oil or ethanol, the rail 
industry believes they should be retrofitted or replaced as described above. 

Emergency Response 

Railroads have extensive emergency response functions, which work in cooperation with 

federal, state and local governments, to assist communities in the event of an incident involving 

crude oil or other hazardous materials: 

• Railroads’ emergency response efforts begin internally: 

All the major railroads have teams of fi.ili-time personnel whose primary focus is 
hazmat safety and emergency response, as well as teams of environmental, 
industrial hygiene, and medical professionals available to provide assistance 
during hazmat incidents. 

Railroads maintain networks of hazmat response contractors and environmental 
consultants, strategically located throughout their service areas, who can handle a 
wide variety of air, water, waste and public health issues. 
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Railroads have comprehensive “standard of care” protocols that ensure that 
impacts to the community (such as evacuations) are addressed properly. 

Each year, railroads actively train well over 20,000 emergency responders throughout the 
country. This training ranges from general awareness training to much more in-depth 
offerings. The training programs vary from railroad to railroad, but in general they 
consist of a combination of some or all of the following aspects: 

Safety trains . Several railroads utilize “hazmat safety trains” and other training 
equipment that travel from community to community to allow' for hands-on 
training for local first responders. 

Training centers . Several railroads operate centralized hazmat training sites 
where they train employees, first responders, customers, and other railroad 
industry personnel in all aspects of dealing with hazmat incidents. 

Local firehouse visits . In aggregate, railroads visit hundreds of local firehouses 
each year to provide classroom and face-to-face hazmat training. 

■/ Table top drills . Railroads regularly partner with local emergency responders to 
conduct simulations of emergency situations in which general problems and 
procedures in the context of an emergency scenario are discussed. 

v' Self-study training courses . Railroads make available self-study programs for 
emergency responders that allow students to learn at their own pace. 

Railroads also support our nation's emergency response capability through the Security 
and Emergency Response Training Center (SERTC), a world-class facility in Pueblo, 
Colorado, that is operated by the Transportation Technology Center, Inc. (TTCI). Since 
its inception in 1985, SERTC has provided in-depth, realistic, hands-on hazmat 
emergency response training to well over 50,000 local, state, and tribal emergency 
responders and railroad, chemical, and petroleum industry ernployee,s from all over the 
country. Most of the training at SERTC is advanced training that builds on basic training 
responders receive elsewhere. 

Many railroads regularly provide funding to emergency responders in their service areas 
to attend SERTC. In addition, railroads last year provided $5 million to develop a 
specialized crude-by-rail training and tuition assistance program for local first 
responders. The funds were used to design a curriculum at TTCI specifically devoted to 
crude oil emergency response, to provide tuition assistance for an estimated 1,500 first 
responders to attend TTCI for training, and to provide additional training to local 
emergency responders closer to home. 

For years, railroads have provided appropriate local authorities, upon request, with a list 
of the hazardous materials, including crude oil, transported through their communities. 

Railroads have developed an inventory of emergency response resources along their 
networks. This inventory includes locations for the staging of emergency response 
equipment and contact information. Railroads provided the DOT with this information. 

Since October 2014. major railroads have had in place a web-based system — 
ww'w.askraii.eom — that allows emergency responders to input the identification number 
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of a particular rail car and immediately determine the commodity contained in that car, its 
hazard class, its four-digit identification number, whether the oar is loaded or empty, the 
handling railroad, the handling railroad’s emergency contact phone number, and 
emergency response information associated with the commodity. 

• Emergency responders have control of railroad accidents in which hazardous materials 
are spilled, but railroads provide the resources for mitigating the accident. Railroads also 
reimburse local emergency agencies for the costs of materials the agencies expend in 
their response efforts. 

What Policymakers Should and Should Not Do to Support Rail Investments 

I respectfully suggest that it is in our nation’s best interest to allow the huge public 
benefits of freight railroading to accrue as quickly as possible. Policymakers can help by 
enacting policies that encourage railroads to make investments in their networks and by avoiding 
policies that discourage private rail investment. 

Keep Economic Regulation Balanced 

The posit-Staggers structure of rail regulation relies on competition and market forces to 
determine rail rates and service standards in most cases, with maximum rate and other 
protections available to rail customers where there is an absence of effective competition. This 
deregulatory structure has benefited railroads unr/ their customers. However, despite the severe 
harm caused by excessive railroad regulation prior to Staggers and the substantial public benefits 
that have accrued since its enactment, some groups want to again give government regulators 
control over crucial areas of rail operations. 

It is beyond the scope of this testimony to describe in detail why rail reregulation would be 
so destructive to railroads and to the broader economy. In essence, it would use what amounts to 
price controls to restrain rail rates to below-market levels for a certain segment of rail customers, 
at the expense of other shippers, rail investors, rail employees, and the public at large. Rail 
earnings would necessarily fall, potentially by several billions of dollars per year. This would 
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cause tremendous harm to our nation because it would make it far more difficult for railroads to 
make the massive investments they need year after year to meet current and future freight 
transportation demand. 

Any policy, including a swing in the regulatory environment back to micro-management of 
rail operations, that endangers future revenue and capital cost recovery threatens the 
sustainability of our nation’s rail system and must be avoided. If counterproductive, artificial 
restraints restrict rail earnings, rail spending on infrastructure will shrink, the industry’s physical 
plant will deteriorate, and rail service will become slower and less reliable. Eventually, either 
the government will have to make up the difference in earnings in the form of major subsidies to 
railroads, or rail management will have to reduce what they are able to spend on rail network 
improvements that allow railroads to improve safety, provide the service levels their customers 
demand, and create the efficiencies we need to ensure our economy is competitive in the global 
economy. 

Don’t Add Unnecessary Uncertainties or Inefficiencies to Rail Operations 

America’s freight railroads arc the most productive and efficient in the world, and their 
productivity has skyrocketed since the Staggers Act was passed. Today, U.S. railroads generate 
approximately double the freight volume they had in 1980, but they do so far more safely and 
reliably, and with far fewer miles of track, employees, locomotives, and gallons of fuel, than they 
needed back then. Future rail efficiency gains will require continued significant expenditures on 
infrastructure and equipment (including large amounts of new capacity) and innovative new 
technologies, but they will also require appropriate public policies. 

For e.xample. the need for efficiency helps explain why railroads strongly oppose efforts 
to reverse existing policy under which the STB must first find that a railroad serving a terminal 
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area is engaged in anti-competitive conduct before the STB can order the railroad to “switch,” or 
interchange, traffic to another railroad when such an interchange is not necessary for freight 
delivery. Adding an interchange to a movement that is currently handled in single-line service 
adds substantial time, complexity, and costs to that movement. Over the years, railroads have 
invested tens of billions of dollars and enormous effort into concentrating traffic onto routes that 
are the most efficient for rail customers as a whole; part of this effort has been the development 
of very efficient and streamlined terminal switching. The result? Sharply higher productivity, 
reliability, and asset utilization, and lower freight rates for most rail customers. Forced 
reciprocal switching would destroy these terminal efficiencies, compromise the service 
improvements they have created for rail customers, and raise rail costs. The added switching 
activity that would be required, the increased possibility of service failures caused by that new 
switching activity, and the complex operations that would be required to bring about the new 
interchanges would disrupt rail traffic patterns, produce congestion in rail yards, and undermine 
efficient service to cu.stomers. 

The need for efficiency also helps explain why railroads oppose a variety of other 
proposals that have been proffered in recent years, including (but not limited to) reversing 
existing “bottleneck” policy"', forcing railroads to prioritize certain types of traffic over other 
types, the imposition of speed limits on certain types of traffic that are not necessary from a 
safety standpoint, and local bans on the transport of certain commodities in certain areas. When 
considering these and similar proposals, policymakers should take great care in weighing the 


' In "bottleneck” situations, one railroad can move freight from an origin to an intennediate point, and 
from that intennediate point on to a final destination, and at least one other railroad can also move the 
freight from that intermediate point to the final destination. For a more detailed explanation of the 
bottleneck issue, see: https://www.aar,org/BackgroundPapers/Bottleiieck%20Poiicy%20- 
%20Dont%20Fix%20What%201snt%20Broken.pdf. 
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supposed benefits of the proposals with the substantial harm they would cause to railroad 
efficiency and, consequently, to our nation’s economic well-being. It’s also crucial that 
policymakers remember that railroads are integrated and interconnected networks: what happens 
regarding rail infrastructure and operations in one location could have ramifications in locations 
hundreds or even thousands of miles away. 

Enhance Rail Capacity Through Permitting Reform 

Under existing law, state and local regulations that unreasonably interfere with freight 
rail operations are preempted by federal regulations. These federal regulations protect the public 
interest while recognizing that freight railroads form an integrated, national network that requires 
a uniform basic set of rules to operate effectively. 

Neverthele.ss. rail expansion projects often face vocal opposition from members of 
affected local communities or even larger, more sophisticated special interest groups from 
around the country. In many cases, railroads face a classic ’‘not-in-my-backyard” problem, 
usually based on allegations of violations of various environmental or historic preservation laws, 
even for projects for which the benefits to a locality or region far outweigh the drawbacks. This 
means that the amount of time and energy it takes to get projects from the drawing board to 
construction and completion is growing longer every day. 

In the face of local opposition, railroads try to work with the local community to find a 
mutually satisfactory arrangement, and these efforts are usually successful. When agreement is 
not reached, however, projects can face lawsuits, seemingly interminable delays, and sharply 
higher costs. Rail capacity, and railroads’ ability to provide the transportation service upon 
which our nation depends, suffer accordingly. 
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Some of the ways that policymakers can streamline rail-related environmental permitting 
include: 

• Extend environmental review provisions of MAP-21 to railroads. MAP-21 contains a 
number of provisions to facilitate the construction of transportation projects, such as 
timelines, but the relevant statute is written in a way that excludes rail projects. 

• The US. Department of Transportation (DOT) should have a single, uniform set of 
categorical exclusions, A uniform set of categorical exclusions for all DOT agencies 
would lead to better coordination of project review. 

• Extend highway exemption in Section 106 of the National Historic Preservation Act to 
railroads. In 2005, the DOT generally exempted federal agencies from the Section 106 
requirement of having to review interstate highway projects for historic preservation 
impacts. This exemption should be extended to railroad rights-of-way. 

Railroads are not asking policymakers to allow railroads to avoid reviewing ail historical 

and environmental consequences of a proposed project. They do want policymakers to help 

improve the movement of freight by taking steps to shorten the time it takes for reviews of rail 

expansion projects in ways that do not adversely affect the quality of those reviews. 

We appreciate this committee’s leadership on the issue of streamlining project 

delivery/permitting reform. Your “Passenger Rail Reform and Investment Act” directs the 

Secretary of Transportation to issue rules to streamline the environmental review, permitting, and 

approval or disapproval of rail projects and includes procedures for creating process efficiencies, 

such as conducting concurrent reviews, establishing deadlines for decisions, providing for 

improved agency coordination, and considering expanded categorical exclusions. You also took 

meaningful steps in this legislation to streamline the hi.storic preservation review process that 

would help address challenges that the rail industry has encountered in positive train control 

(PTC) deployment. Your efforts on these issues are a critical step forward toward creating a 

jTiore efficient process in getting projects completed. 
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Engage in Public-Private Partnerships 

Public-private partnerships — arrangements under which private freight railroads and 
government entities both contribute resources to a project — offer a mutually beneficial way to 
solve critical transportation problems. 

Without a partnership, many projects that promise substantial public benefits (such as 
reduced highway congestion by taking trucks off highways, or increased rail capacity for use by 
passenger trains) in addition to private benefits (such as enabling faster freight trains) are likely 
to be delayed or never started at all because neither side can justify the full investment needed to 
complete them. Cooperation makes these projects feasible. 

With public-private partnerships, the public entity devotes public dollars to a project 
equivalent to the public benefits that will accrue. Private railroads contribute resources 
commensurate with the private gains expected to accrue. As a result, the universe of projects 
that can be undertaken to the benefit of all parties is significantly expanded. 

Perhaps the most well-known public-private partnership involving railroads is the 
Chicago Region Environmental and Transportation Efficiency Program (CREATE), which has 
been underway for several years. CREATE is a multi-billion dollar program of capital 
improvements aimed at increasing the efficiency of the region’s rail infrastructure. A partnership 
among various railroads, the city of Chicago, the state of Illinois, and the federal government, 
CREATE includes 70 projects, including 25 new roadway overpasses or underpasses; six new 
rail overpasses or underpasses to separate passenger and freight train tracks; 35 freight rail 
projects including extensive upgrades of tracks, switches and signal .systems; viaduct 
improvement projects; grade crossing safety enhancements; and the integration of information 
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from dispatch systems oFall major railroads in the region into a single display. To date, 22 
projects have been completed, 1 0 are under construction and 1 8 are in the design phase. 

Railroads are confident that, as CREATE proceeds, rail operations in Chicago will 
become more fluid and better able to withstand shocks such as tho,se presented by extreme 
weather. 

Implement Corporate Tax Reform 

Today more than ever, countries around the world are competing to attract new 
businesses and investments to help their economies grow and create jobs. One step many 
countries have taken — but not the United States — is reducing their corporate income tax rate. 
The United States should follow their example. Today, the U.S. corporate income tax rate is the 
highest in the developed world. A lower rate would improve the prospects for economic growth, 
job creation, and inbound foreign direct investment in manufacturing. It would also encourage 
capital investments, including by railroads, that would enhance productivity, inspire innovation, 
and ultimately lead to a higher standard of living for all Americans. 

Railroads also urge members of this committee to support an extension of the “Section 
45G” tax credit program. Originally enacted in 2004, Section 45G creates a strong incentive for 
short line railroads to invest private sector dollars on freight railroad track rehabilitation. The 
credit expired on December 3 1, 2014. Short line freight rail connections are critical to 
preserving the first and last mile of connectivity to factories, grain elevators, power plants, 
refineries, and mines in rural America and elsewhere. 

Conclusion 

While railroads have made tremendous strides in improving their ability to serve their 
customers efficiently and reliably, the challenges of operating a rail system capable of meeting 
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present and future needs is daunting and will require the benefit of effective public policy. 
Freight railroads look forward to working with this committee, others in Congress, and other 
appropriate parties to develop and implement policies that best meets this country's 
transportation needs. 
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Responses to Questions for the Record 

February 3, 2015 Hearing 

House Transportation and infrastructure Committee 

Subcommittee on Railroads, Pipelines, and Hazardous Materials 

1. At the hearing, we discussed the total number of tank cars Inflammable 
liquid service. Could you p}ea.se provide for the record, the breakdown of how 
many DOT-111.S and CPC- 1232s there are in crude oil and ethano! service, 
both Jacketed and unjacketed. 


The information provided below is based on the movements of all flammable liquids 
that took place during the first quarter of 2015. It is Important to understand that this 
information represents the tank car fleet at a moment In time and that there are 
substantive changes that take place in the composition of the fleet as it evolves 
to meet the needs of the marketplace. With the exception of the total number of 
tank cars and total number of DOT-llls, the data reflects movements in the 
United Slates. 


Total number of tank cars in North America;^ 389,969 


Total number of DOT-lll specification tank cars In North America:^ 270,448 



Crude 

Oil* 

Ethanol^ 

Other 

Flammable 

Liquids^ 

Total 

Non-Jacketed 

DOT-lll'* ■ 

5,975 

27,098 

12,518 

45,591 

Jacketed 

DOT-lll'' 

1,107 

73 

4,470 

5,650 

Non-Jacketed 

CPC- 12 32 

15,640 

1,333 

1,670 

18,643 

Jacketed 

CPC-1232 

12,862 

394 

99S 

14,251 

Sub-Total 

55,584 

28,898 

19.653 

84,135 

Less ■ Cars double counted above 

that were used for multiple commodity groups: 

■ 

590 ; 


[Total unique cars used in flammable liquid service in IQ- 2015 83,545 


Notes; 

1, Total number of tank cors and DOT-Hls from UMIER system. 

2, Cars made at least I loaded trip m lQ-2015- 

3, includes 184 Non DOT-lll cars of simHaf specification. 

4„ Includes .122 Non DC>T i 1 ? cars of similar specification. 
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2. Q: At the hearing we discussed your members’ concerns with the time it takes 
to conduct environmental reviews. Could you please provide several more 
examples of projects that could have been helped by streamlining provisions 
were the applicable to your members? 

BNSF Example 

The Tower 55 Multimodal Transportation Improvement Project is a good example of a 
rail-related project that would have benefitted from currently contemplated 
improvements to and streamlining of the permit and project delivery process, resulting in 
both time and money saved with no adverse impacts to the environment or historic 
properties. 

One of the nation’s busiest rail intersections - where BNSF's north-south MidCon route 
and Union Pacific Railroad’s east-west main lines cross near downtown Fort Worth - 
now has expanded capacity, thanks to the completion in 2014 of the $104 million Tower 
55 project. The project was partially funded with $65 million from BNSF and UP and, in 
partnership with the North Central Texas Council of Governments (NCTCOG), the City 
of Fort Worth and the Texas Department of Transportation (TxDOT), successfully 
secured a matching $34 million U.S. DOT TIGER II grant. The city, NCTOG and TxDot 
also contributed funding for the project. 

About 90 freight and passenger trains pass through this intersection, which also 
affected commuters on the roadways that cross those tracks. The project included the 
construction of a new north-south main railroad track, a redesigned rail signal and 
interlocker system, improvements to bridges, closure and renovation of several at-grade 
road and pedestrian crossings, and an underpass in adjacent neighborhoods. Also, 
several pedestrian and car crossings near downtown were revamped. 

During last year’s ribbon cutting ceremony, then FRA Administrator Joe Szabo said the 
federal grant shows “Americans are recognizing the importance of passenger rail and 
freight rail." The project is anticipated to boost the local economy, create jobs and tie 
together the fastest-growing markets in Texas. Other benefits include reduced 
emissions and fuel savings for railroads and local road traffic. 

One important component of the overall project involved replacement of an old rail 
bridge still in operation, a structure that was eventually determined to not be historic or 
significant, and not eligible for listing in the National Register of Historic Places. This 
determination was important to avoid having the project fall outside of the Federal 
Railroad Administration’s categorical exclusion for rail bridge construction, which exists 
to facilitate just such a project, and requiring a more costly and time consuming 
environmental review. However, getting to that conclusion involved a lengthy and 
unfortunately all too familiar bureaucratic process that plays out time and again across 
the country with respect to common older rail bridges. 
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In this case, and in order to avoid further delay while countering calls from state historic 
preservation officials for extensive mitigation surrounding replacement of the aged 
structure, the railroad found it necessary to enlist the support and expertise of historic 
transportation structure experts, including a recently named Curator Emiritus of the 
Smithsonian Institution with 26 years of service to that esteemed organization. With the 
aid of these experts, the railroad was essentially compelled to prove a negative, that the 
bridge in fact was not significant, historic or eligible for listing in the register. While the 
Tower 55 multimodal transportation improvement project was ultimately completed and 
deemed a success, the added time and costs associated with just one aspect of one 
discreet component of the larger effort was discouraging and ultimately proved 
unnecessary. Fortunately in this instance the delays and push for ever more 
government involvement and review did not kill the project. However, it is a good 
reminder and prime example of why policymakers should continue to look for ways to 
further streamline and improve the project delivery and related environmental review 
and permitting processes. 

CSX Examples 

Project: Central Florida Intermodal Logistics Center (CFILC) - Winter Haven, FL 

Cost: $100M+ 

Public Benefits: 1,800 direct jobs, 8,500 indirect jobs and $10 billion in economic 
development over 10 years with the construction of a warehousing and distribution 
center surrounding the terminal. Reduction of trucks on 1-75 and 1-4 as truck volume is 
shifted to rail and replaced by local Florida traffic. 

Link to Project: http://www,transdevelopment.com/?Droiect=winter-haven 

Background: This project was part of the SunRail transaction in which CSX sold the 
state 61 miles of track for $432 million to accommodate SunRail commuter service in 
Orlando, CSX reinvested all of the proceeds into its Florida network, including the 
development of the CFILC to provide a geographically central freight hub and economic 
growth center in central Florida. 

Timeline: Agreed upon in 2008; Construction began in 2012; Completed and operational 
in 2014 

Length of NEPA process: 828 days (2.5 years). 


One example of delay from the lack of concurrent review is the US Fish and 
Wildlife Service took nine months to complete its opinion resulting in a delayed 
Corps of Engineers approval. 

Issue: Historical Preservation Act (HPA) remediation - unlike highways and roads, 
railroads have not been exempted from the Historical Preservation Act requiring sign off 
and mitigation from State Historical Preservation offices for work on rail projects. 
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Project: Replacement of CSX Virginia Avenue Tunnel - Washington, DC 

Cost: Initially in 2008 project estimated at $122M, but after completion of NEPA in 2014, 
costs had increased by more than $70M. 

Link to Project: http://www.virqlniaavenuetunnel-Com 

Background: Despite this project being a FHWA Corridors of the Future Grant finalist in 
2007; discussions and requests to start the NEPA review beginning in 2008; support 
from the local MPO (Greater Washington Council of Governments) in September 2009; 
the US DOT Funding Phase I of the National Gateway project February 2010; DDOT 
leading TIGER II effort for tunnel in July 2010 - the official NEPA process did not begin 
until after CSX announced it would fully fund the project in May 201 1 , 

Despite government and local support to begin the NEPA review to replace the tunnel, it 
took 4 years for the NEPA process to just begin. Numerous projects do not require full 
funding commitments before NEPA is allowed to start. This start up delay is also not 
ultimately counted as part of the NEPA review process, giving an impression that the 
review was shorter than it actually was. 

These delays and increased costs limit other investments, negatively impacting both 
planned and future projects across CSX's system. 

3. Q: Will you please provide for the record, in response to Rep. Webster’s 
question, what improvements could be made to the Railroad Rehabilitation 
and Improvement Financing Program? 


There are a series of adjustments to the RRIF program regulations that could be made 
to help the program operate more efficiently, including: 

• Specify that the following activities are eligible uses of RRIF funds: intercity 
passenger rail projects, PTC investment, and engineering/environmental 
review/pre-construction activities for passenger and freight railroads; 

• Count the Net Present Value of a future stream of pledgeable revenue as 
collateral; 

• Allow the initiation of loan repayment to begin up to five years after substantial 
completion of the project, and allow the interest cost of this repayment initiation 
deferral to be capitalized and added to the value of the loan; 

• Eliminate the application of modern BuyAmerica standards to the refinancing of 
assets that were purchased under previous standards; and 

• Require the FRA to produce new regulations within one year to implement these 
changes, further encourage participation in RRIF, and make the administration of 
the RRIF program more efficient. 
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4. Could you please provide the letter Rep. Lipinski requested that AAR sent the 
State of Illinois regarding railroads’ commitment to CREATE? 

The letter is attached. 

5. Ms. Brown requested that you provide for the record an update of where the 
railroads are with implementing PTC. 


Attached is a PTC status report. This report was also provided to FRA. [Editor’s note : 
A PTC timeline is attached to these responses. The PTC status report is available 
online at the Government Publishing Office’s Federal Digital System (FDsys.gov) at 
httD://www.aDO.aov/fdsvs/Dka/CPRT-114HPRT94577/pdf/CPRT-114HPRT94577.Ddf on 
pages 1-47.] 

6. Q: Human error is the leading cause of all train accidents (38% of all accidents). 
What actions are the railroads taking to reduce human factor-caused accidents? 

The rail industry’s excellent safety record reflects its unwavering commitment to safety, 
particularly for the more than 180,000 rail employees who keep America’s freight 
moving 24 hours a day, 365 days a year. Through rigorous safety training programs, 
technological advancements, special operating procedures and partnerships with their 
employees, customers and government safety agencies, railroads have lowered 
employee injury rates by 84 percent since 1980 and 47 percent since 2000. According 
to data from the Bureau of Labor Statistics, railroads today have lower employee injury 
rates than most other major industries, including trucking, inland water transportation, 
airlines, agriculture, mining, manufacturing and construction. 

Railroads instill a culture of safety from the start. They provide rigorous on-the-job 
training and classroom instruction. Many positions, such as locomotive engineers, have 
extensive requirements for certification and licensing as outlined by FFtA. Certification 
eligibility is based on a variety of factors, including prior safety conduct, compliance with 
alcohol and drug regulation, knowledge of operating rules, and performance testing. 

Railroads’ dedication to keeping their employees safe goes beyond training. The 
Association of American Railroads is one of the founding members of the Switching 
Operations Fatality Analysis Working Group, a voluntary, non-regulatory, workplace- 
safety partnership formed to develop recommendations that help prevent railroad 
employee deaths during switching operations. Additionally, Class I railroads work with 
their operating employees to ensure they are well-rested and ready for duty, which is 
important to employees who work flexible schedules in a 24 hours a day, seven days a 
week business. 

Ensuring that employees are properly rested is another important component of 
reducing human error, which is why railroads have long been working to find innovative, 
effective solutions to fatigue-related problems. Combating fatigue in the rail industry is 
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a shared responsibility: employers need to provide an environment that allows 
employees to rest during off-duty hours, and employees must set aside time when off 
duty to obtain the rest they need. Because factors that can result in fatigue are multiple, 
complex, and frequently inter-twined, efforts to combat fatigue should be based on 
sound scientific research. That’s why railroads and their employees are pursuing a 
variety of scientifically-based fatigue countermeasures. 

Not every countermeasure is appropriate for every railroad, or even for different parts of 
the same railroad, because circumstances unique to each railroad influence the 
effectiveness and practicality of specific countermeasures. That said, individual 
railroads have been using countermeasures to help combat fatigue. These include: 

• Offering fatigue education programs for employees and their families. Education 
is critical, since the effectiveness of fatigue initiatives depends on the actions of 
employees while off duty. Employees must make appropriate choices regarding 
how they spend their off-duty time, and education is important in encouraging 
sound decision making. 

• Increasing the minimum number of hours off duty and providing more predictable 
calling assignments and rest opportunities between shifts, 

• Focusing, when possible, on returning crews home rather than lodging them 
away from home and making away-from-home lodging more rest-inducing. 

• Allowing employees to request an extra rest period when they report off duty if 
they feel excessively fatigued. 

• Devising systems (including web sites, e-mails, pagers, and automated 
telephone systems) to improve communication between crew callers and 
employees. 

• Allowing employees who have been off work more than 72 hours (e.g., on 
vacation) to begin their first shift in the morning rather than the middle of the 
night. 

• Encouraging confidential sleep disorder screening and treatment. 


Separately, since 2008 the railroads have spent more than $5 billion to install Positive 
Train Control (PTC) technology on their systems, PTC is a set of highly advanced 
technologies designed to automatically stop or slow a train before certain types of 
accidents occur. Specifically, PTC, once fully installed and operational, will be designed 
to prevent several types of human-factor caused accidents, including train-to-train 
collisions, derailments caused by excessive speed, unauthorized incursions by trains 
onto sections of track where maintenance activities are taking place, and the movement 
of a train through a track switch left in the wrong position. 

As outlined in the attached document in response to #5 above, railroads are working 
diligently to complete installation of PTC systems across 60,000 miles of track. [Editor’s 
note : A PTC timeline is attached to these responses. The PTC status report is available 
online at the Government Publishing Office’s Federal Digital System (FDsys.gov) at 
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httD://www.aDo. aov/fdsvs/pka/CPRT-1 14HPRT94577/Ddf/CPRT-11 4HPRT94577.pdf on 
pages 1-47.] 


7. Q: Track defects remain the second leading cause of all train accidents (31%) 
of all accidents). You mentioned that the railroads have agreed to perform at least 
one more internal rail inspection each calendar year for mainline tracks on which 
trains carry at least 20 carloads of crude oil. What additional actions are the 
railroads taking to reduce accidents caused by track defects? 

The railroad industry is continuously improving the science and technology of rail defect 
detection in an effort to reduce the in-service failures and broken rail derailments. Also 
contributing to this effort is continuous improvement in the metallurgy and manufacture 
of rails and rail welds, as well as improved rail maintenance methods such as friction 
control and rail grinding. 

The primary technology used for detecting rail defects on heavy haul railroads is 
ultrasonic. Conventional ultrasonic inspection uses single crystal probes at fixed angles 
to inspect portions of the rail head and web. The fixed angles are optimized to catch the 
majority of common rail flaws, but some internal flaws are missed with this approach. 
The roller search units (RSU), where the ultrasonic probes are placed, run on top of the 
rail head and transmit sound waves through the rail at different angles. The transducer 
coverage is from the top of the rail, through the web and down to the base. 

Certain types of rail-head flaws are difficult to detect with current equipment because of 
their shape, size, or orientation; and flaws in parts of the rail base cannot be detected. 
Furthermore, there are common rail conditions that can mask flaws or impede defect 
detection; these include rolling contact fatigue damage, rail shells, and rail surface 
contamination. 

The Transportation Technology Center Inc, (TTCI), a wholly owned subsidiary of the 
AAR, is currently working on a phased array ultrasonic rail-inspection system under its 
Strategic Research Initiatives Program. Phased array ultrasonic rail inspection is the 
evolution of conventional ultrasonic inspection. It adds the ability to steer and focus the 
inspection beam. This is accomplished by replacing the single inspection crystal at the 
tip of the probe with rows of crystals (an array.) With phased array, it is possible to 
direct the inspection beam to all portions of the rail head even with rail head wear. 
Surface profile affects the direction that the ultrasonic wave moves when it steps into 
the rail material. 

The TTCI prototype has three matrix phased array probes and one linear phased array 
probe. This configuration puts 429 inspection crystals in one RSU. The probes are 
shown below inside the RSU. Phased array provides accurate flaw sizing and locating. 
While still under development, the TTCI system is expected to detect ail types of defects 
with a higher level probability of detection at inspection speeds of up to 20 mph. The 




prototype system is based on a conventional rail inspection platform. The conventiona 
RSU's fit onto a conventional carriage. No modifications are required to the inspection 
truck or the carnage. 

One other advantage of the phased array inspection system is expected to be the 
reduced need to dismount the vehicle to hand scan defects. When defects are 
detected, the vehicle can be backed up and put into a high resolution scan mode. The 
operator can scan the defect from inside the vehicle. 

The AAR has accelerated She development of this research in 2015. The phased-array 
inspection technology is expected to result in a more reliable rail inspection and fewer 
service failures when the North American rail inspection supply industry adapts and/or 
incorporates them in their existing inspection platforms. The development of the 
production systems by the rail vendors could be available for real-world deployment in 
2016 - 2017 . 


8. Q: State hazmat teams and fire fighters are growing concerned about whether 
they have adequate resources and information to respond to incidents involving 
the transportation of crude oil by rail, particularly in rural areas where there may 
be no road access to derailment sites. Please tell me how the railroads are 
addressing those concerns. 

Railroads work closely with state and local leaders and emergency responders across 
their network to ensure that communities understand how railroads operate and are 
prepared in the event of an accident. Railroads are always witling to cooperate with 
local officials on a case-by-case basis to determine in advance the best access points 
for emergency response. 

To this end, railroads actively participate in state emergency planning committees and 
state agency conferences on emergency response. They also help communities 
develop and evaluate their own emergency response plans. These activities include 
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representatives from local fire and health departments, education institutions, industry 
organizations, transportation departments and the public. Due to geographic diversity 
across the country, the particular methods for accessing an incident location varies. 

Each year, thousands of emergency responders and railroad and shipper employees 
receive specialized training through individual railroad efforts and industry programs. 
The Security and Emergency Response Training Center (SERTC) at the AAR’s 
Transportation Technology Center (TTCI) has trained more than 50,000 transportation, 
emergency response, chemical, government agency and emergency response 
employees and contractors from ail over the world to safely handle accidents involving 
tank cars carrying hazardous materials. 

In accordance with a February 2014 agreement between DOT and AAR, railroads 
developed a $5 million specialized crude by rail training and tuition assistance program 
for local first responders at TTCI. The funding supported program development and 
tuition assistance for more than 1 ,500 first responders in 2014. An additional 1 ,500 first 
responders are expected to complete the program this year. 

Railroads also support industry partnership such as TRANSCAER® (Transportation 
Community Awareness and Emergency Response) and Chemtrec (Chemical 
Transportation EmergencyCenter). TRANSCAER® is a voluntary national outreach 
effort that focuses on assisting communities to prepare for and respond to a possible 
hazardous material transportation incident. Chemtrec is a 24/7 resource for emergency 
responders that provides access to critical resources, such as chemical product, 
medical and toxicology experts, to assist in mitigation of incidents involving hazardous 
materials. Railroads train more than 20,000 emergency responders each year through 
their own efforts and through these industry partnerships. 

9. Q: For years, railroads have provided appropriate local authorities, upon 
request, with a general list of the hazmat transported through the communities, 
but the information is not in real-time. What is the industry doing to provide State 
emergency officials with real-time information about shipments of crude oil and 
other flammable and hazardous materials? 

In 2014, the AAR developed AskRail, an invitation-only free mobile application that 
provides immediate access to information about the contents of railcars on a train. It 
serves emergency responders who arrive first to the scene of a rail emergency and is 
available in the US, Canada, and Mexico, 

If emergency responders at the scene of a rail incident cannot locate the train consist, 
they can use AskRail™ to query the contents of a railcar with a simple railcar ID search 
and see whether a railcar is carrying hazardous materials. By inputting a single railcar 
ID, a first responder can pull up the entire consist of a train. 
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They can also find emergency contact information for Class I railroads and Amtrak. 
Access to this accurate, real-time data can help emergency responders make informed 
decisions about how to respond to a rail emergency. 

AskRail™ is designed to be a backup resource in case an emergency responder cannot 
locate the conductor or the train consist or while the emergency responder is waiting to 
receive the proper shipping document from a railroad representative. If the railroad is 
already aware of the incident, it will contact the appropriate local authorities and provide 
the train consist. 

Emergency responders can also use AskRail™ as a training aid. The application 
includes a list of the 125 hazardous materials most commonly shipped by rail, which 
they could use to prioritize their training and prepare for various scenarios. AskRail™ 
also integrates information from the U.S. Department of Transportation Pipeline and 
Hazardous Materials Safety Administration's (PHMSA) Emergency Response 
Guidebook (ERG) and can be used as a reference resource. 

Railroads participating in the AskRail™ app include all Class I railroads — BNSF, UP, 

NS, CSX, KCS, CN, CP— and Amtrak. 

The AskRail™ app was launched in October 2014. It is available to emergency 
responders that have completed training provided by Class I railroads and the Security 
and Emergency Response Training Center (SERTC) at the Transportation Technology 
Center, Inc, (TTCi), a subsidiary of the Association of American Railroads. Select users 
may also be provided access to AskRail™ at the discretion of Class I railroads, without 
participating in industry-sponsored training. Information about AskRail™ will now be part 
of the standard training emergency responders receive from Class I railroads. 

Raiiinc, a subsidiary of the AAR, is responsible for developing the application. 

In addition, railroads provide commodity flow information to emergency response 
planning agencies for all hazardous materials transported through their communities 
upon request. This practice is embodied in AAR’s OT-55 - Recommended Railroad 
Operating Practices Transportation of Hazardous Materials. 


Questions from Rep. Dan Lipinski 
Tank Car Safety 


1. Mr. Hamberger, I appreciate the effort that the railroads have put forth to 
modernize consists. Of course, we still aren’t at the point where we can 
move away from physical paper consists, but we’re making progress to 
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ensure that a first responder can access the information they need without 
necessarily having to board a locomotive during an emergency. Can you 
tell me at what point you expect the railroads to have a system in place that 
will allow a first responder to input the identification number of a single car 
and receive the consist for the entire train? 


I am pleased to report that the system is in place today. In 2014, the AAR developed 
AskRail, a free mobile application that provides immediate access to accurate, real-time 
information about the contents of railcars on a train. It serves emergency responders 
who arrive first to the scene of a rail emergency and is available in the US, Canada, and 
Mexico. 

if emergency responders at the scene of a rail incident cannot locate the train consist, 
they can use AskRail™ to query the contents of a railcar with a simple railcar ID search 
and see whether a railcar is carrying hazardous materials. By inputting a single railcar 
ID, a first responder can puli up the entire consist of a train. 


2. While I’m on the topic of last summer’s NPRM, I’d like to ask about the 
braking systems that PHMSA proposed for the enhanced tank car model. 
Mr. Hamberger and Mr. Saxton, I noticed in both of your comments to the 
NPRM that you had concerns with electronically controlled pneumatic 
brakes. Can you elaborate on why you prefer the end of train device and 
distributive power systems? 


Requiring the use of ECP braking systems on flammable liquid trains is neither justified 
by federal and industry safety data, nor practical given the industry’s intense focus on 
improving network fluidity to better serve our customers and delivering for America’s 
growing economy. The safety data simply isn't there to justify implementing this 
complex and costly system - not to mention significant potential efficiency downsides. 

The industry has been running trains with ECP brakes on a test basis for many years. A 
fundamental problem is that the brakes are unreliable. Simply put, ECP brake 
technology is not mature. As a result, DOT'S ECP mandate will adversely affect the 
fluidity of the railroad network. In proposing ECP brake regulations in 2007, FRA could 
not justify requiring ECP brakes on a cost-benefit basis and thus did not mandate their 
use. Instead, FRA offered the industry incentives in the form of regulatory relief. 
Significantly, FRA recognized that ECP brakes were limited in the effect they could have 
on accidents. FRA stated that “at speeds greater than those on Class 1 track (maximum 
train speed of 10 mph) or class 2 track (maximum speed 25 mph), the engineer would 
not have enough reaction time to prevent a collision, even with ECP brakes. 


In its Regulatory Analysis for its 2008 ECP rule, FRA postulated $190 million in safety 
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and environmental benefits over a 20-year period. In contract, FRA estimated the costs 
would be $1 .7 billion, a cost/beneflt ratio of almost 9 to 1 . FRA assumed that business 
benefits would more than compensate for the costs of ECP brakes, but industry to this 
day has not identified business benefits that would justify transitioning to ECP brakes. 
Note that FRA’s estimated costs were based on a limited number of trains using ECP 
brakes as a result of the incentives FRA offered. 

Although the fundamental economics of ECP brakes have not changed, DOT has 
moved to require them. Apparently, the rationale for this rule is not that ECP brakes 
would help avoid accidents. Rather, the rationale is that the consequences of accidents 
would be mitigated by resulting in fewer cars being punctured. Still, the same problem 
exists today that exited in 2008: ECP technology does not offer safety benefits 
commensurate with costs. 

President Obama pledged to advance common-sense regulations that are based on the 
best available science, promote predictability and reduce uncertainty. ECP brakes meet 
none of these conditions. 

Attention and resources should be allocated to addressing the underlying causes of rail 
accidents and brakes simply aren’t on that list. Unjustified regulations such as this 
trigger a reallocation of investments that will not generate the kind of safety benefits the 
industry and the public expects. The regulation does not take into account the disruption 
the ECP mandate will wreak on railroad - both freight and passenger - operations. 

The rail industry has worked cooperatively with the government during this rulemaking 
process, as our goal has always been to make a safe rail network even safer. We 
support tougher tank cars and we see many of the rule’s components building on our 
crude-by-rail safety achievements. However, the industry is extremely disappointed with 
how the ECP mandate unfolded. DOT’S study is flawed and ECP brakes do not 
significantly improve safety and are unreliable. No justified safety case for ECP brakes 
has ever been made. 

Attached are the comments that AAR filed with PHMSA in conjunction with its proposed 
rule, which further detail why the use of end-of-train devices or distributed power 
systems are preferable methods of enhancing train braking. [Editor’s note : A summary 
of the comments is attached (“AAR Calls for Regulations to Enhance the Safety of 
Flammable Liquids Transport and Keep the Network Efficient"). The comments in their 
entirety are available online at the Government Publishing Office's Federal Digital 
System (FDsys.gov) at httD://www.gpo.aov/fdsvs/pka/CPRT-114HPRT94577/Ddf/CPRT- 
11 4HPRT94577.pdf on pages 48-154.] 


3. [Follow-up] Are these systems improvements over the brakes on the DOT- 
111 ? 
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Distributed power and end-of-train device systems provide substantial safety benefits 
relative to conventional air brake systems. 

Infrastructure 

1. What challenges still exist in implementing PTC? What else, in addition to 
the streamlining provisions in PRRIA, should be done to move this along? 


Please find attached a comprehensive PTC status report, which outlines the challenges 
that still exist in implementing PTC and suggestions for actions Congress can take to 
ease the implementation of PTC. [Editor’s note : The PTC status report is available 
online at the Government Publishing Office's Federal Digital System (FDsys.gov) at 
httD://www.aDo.aov/fdsvs/Dka/CPRT-114HPRT94577/Ddf/CPRT-114HPRT94577.Ddf on 
pages 1-47.] 


Regulatory Proposals 

1. Mr. Hamberger, as you and I both know very well, congestion and Chicago are 
often mentioned in the same sentence. I know that this can be very frustrating 
and I appreciate the contributions made by railroads like Norfolk Southern, BNSF, 
CSX, Union Pacific, and Canadian National to the CREATE Program to help 
untangle the snarls and improve freight efficiency and quality of life in the area. If 
we can help reduce congestion in Chicago, then we help the rest of the network. 
I’d like to know how some of the regulatory proposals will affect the movement of 
trains in Chicago. How will it affect investment in the area? 

Proposals to mandate so-called reciprocal switching — the exchange of traffic between a 
railroad serving a terminal area and another railroad — are short-sighted attempts to 
obtain lower rail rates for a group of favored rail customers at the expense of the 
shipping community at large. Mandatory switching would lead to sharp reductions in the 
quality of rail service and in rail operational efficiency, particularly in congested areas of 
the railroad network like Chicago. It would also mean sharply lower rail revenue, which 
would greatly harm railroads' ability to continue to make the massive reinvestments they 
need to ensure that our nation's freight rail network remains the best in the world and is 
able to meet our future transportation needs. Existing STB regulations already protect 
rail shippers and allow railroads to make investments in their networks to improve rail 
service and reduce community impacts, such as the CREATE project. It makes no 
sense to enact policies that would discourage private investments in rail infrastructure 
that would boost our economy and enhance our competitiveness. 

Other proposals to artificially cap railroad rates or mandate service for a particular rail 
customer at the expense of others will result in an overall reduction in the rail industry’s 
ability to make investments that improve safety and customer service. 
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ASSOCIATION OF 
AMERICAN RAILROADS 


Office of the President 
Edward R. Hamberger 
President and Chief Executive Officer 


January 20, 2012 


The Honorable Ann Schneider 
Secretary 

Illinois Department of Transportation 
2300 S. Dirksen Parkway 
Springfield, Illinois 62724 

Dear Secretary Schneider: 

The freight railroads sincerely appreciate IDOT’s cooperation and efforts as a Stakeholder in the 
CREATE Program and I want to assure you that the freight railroads’ commitment to the 
CREATE Program remains unwavering as well. In that regard, it is the freight railroads' desire 
to move expeditiously with IDOT toward achieving a mutually acceptable agreement for the 
obligation of all available public funds. 

In view of the limited amount of time for discussion that we understand is available prior to the 
next meeting of the Illinois General Assembly, the CREATE Program freight railroads’ Chief 
Operating Officers held a conference call on January 18, 2012 to discuss the January 4*’ IDOT 
counter proposal to the AAR’s June 8, 201 1 proposal for CREATE funding. Based on that 
discussion, I am pleased to provide you with the freight railroads’ revised proposal as detailed 
below, 

1 . The freight railroads propose to use the State’s remaining 2009 CREATE funding of 
$210.9 million to complete the “Corridor Program" (i.e. the attached list of 1 1 projects 
that was enclosed with my letter of June 8, 201 1 ). Construction on many of these 
projects can begin immediately, thereby creating jobs and benefits. And if I understand 
correctly, this funding is a part of the Illinois Jobs Now Program. 

2. Upon the State’s commitment of $210.9 million, the freight railroads would agree to fund 
the potential Corridor Program shortfall (i e. $42.6 million based upon the estimates in 
the attached Corridor Program project list) through increased contributions and/or 
completing projects under budget therefore freeing up funding which would be applied 
only toward remaining Corridor Program projects. This combination of State and freight 
railroad funding in paragraphs no. 1 and 2 would obligate 100% of the remaining freight 
railroads’ current CREATE funding commitment of $170.65 million as well as the 
balance of the current CREATE public funding commitment. No further public funding 
would be required for the completion of the 1 1 projects in the Corridor Program. 
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3. Additional public funding, as it becomes available for the CREATE Program, would be 
applied to those projects which would result in passenger and/or public benefits. 

4. The railroads would also fund and participate with I DOT in the development and 
submission of the TIGER iV application that gives both IDOT and the freight railroads 
collectively the best chance of success and the best possible result. 

5. The railroads would continue to stand by their $50 million commitment toward the 75’*' 
Street CIP as a match to State funds for the project provided that there is agreement 
between the freight railroads and IDOT for the remaining full funding of the CIP by IDOT. 

6. The freight railroads would return to making their 5% participation in the cost of the 
remaining Grade Separations in the CREATE Program contingent upon the remaining 
full funding of each of those Grade Separations becoming available from sources other 
than the freight railroads. 

With this proposal, the freight railroads estimate that their CREATE contribution would 
effectively increase from $170.65 million up to a potential of $365.75 million. 

I hope that the proposal outlined in this letter and our commitment to work with you toward an 
agreement will allow you to take the necessary steps within your organization. 

We look forward to your reply. 


Sincerely, 



cc: Joe Shacter (IDOT) 

Greg Garrison (CPG) 
Jeff Harris (CPG) 
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ASSOCIATION OF 
AMERICAN RAILROADS 


AAR Calls for Regulations to Enhance the Safety of Flammable 
Liquids Transport and Keep the Network Efficient 

The Department of Transportation’s F’ipeline and Hazardous Materials Safety Administration (PHMSA) on 
August i, 2014 published an NPRM aimed at improving the safe transportation of flammable liquids by rail. The 
proposed rule primarily addresses operating rules; specifications for new tank cars; and the retrofit of existing 
tank cars. Concurrently, PHMSA issued an Advance Notice of Proposed Rulemaking regarding comprehensive 
oil spill response planning. Specifically, PHMSA asked for comments on expanding the applicability of 
comprehensive response plans to the rail industry based on volumes of oil transported. AAR provided robust 
comments on ail of the NPRM’s and ANPRM’s focus areas, the key points of which are summarized below: 

PHMSA’s “High-Hazard Flammable Train” Definition Should Reflect its Focus on Unit Trains 

PHMSA suggests the application of speed restrictions to high-hazard flammable trains (HHFTs), defined as any 
train with 20 or more cars containing a flammable liquid. Seemingly contraiy to PHMSA’s intent to address unit 
trains, these requirements would apply to manifest trains transporting blocks of flammable liquids that amount to 
less than 20 tank cars individually, but together exceed the 20-car threshold. While AAR agrees that crude oil, 
ethanol and other flammable liquids should be covered by the regulation, we support defining an HHFT (1) for 
purposes of crude oil as 20 or more cars in a train; and (2) for purposes of other flammable liquids as either 20 
cars in a single block, or a total of 35 cars in a train. Using a 20-car block threshold, subject to an overall limit of 
35 tank cars, as the basis defining a HHFT is consistent with PHMSA's previous actions and general focus on unit 
trains. 

An Expanded 40 MPH Speed Restriction Could Dramatically Imnair Railroad Service 

PHMSA asked about imposing a 40 mph speed restriction ( I ) nationwide; (2) in cities with a population of more 
than 100.000; and (3) in “High Threat Urban Areas” (HTUAs), as defined by DHS. These limits have the 
potential to substantially impact the fluidity of the railroad network - to the detriment of both railroads and their 
customers. Widespread speed limits would affect not only trains cann ing flammable liquids, but also other 
freight and passenger trains, thus dramatically impairing railroad service. AAR urges PHMSA to apply a 40 mph 
speed restriction only in HTUAs on a temporary basis until legacy IX)! -) 1 1 tank cars can be replaced or 
retrofitted and as long as network fluidity is maintained. This additional speed restriction would be on top of 
industiy’s self-imposed nationwide 50 mph limit for trains with 20 or more carloads of any hazardous material. 

Benefits of Proposed Braking System Requirements Are Not Supported 

One of the options PHMSA has proposed for tank car specifications would require electronically-controlled 
pneumatic (FCP) brakes. AAR strongly opposes any requirement to use ECP brakes. In 2008, the Federal 
Railroad Administration (FRA) estimated the cost of ECP brakes at $1 .7 billion, with a negative cost/benefit ratio 
of almost 9 to 1 . In fact, this estimate significantly understates the cost of ECP brakes. The fundamental 
economics of ECP brakes have not changed. ECP brakes are unjustified in terms of improved safety benefits as 
analysis shows they have minimal impact on the severity of a derailment. They could also result in negative 
operational impacts on the network. Beyond this, through their March 20 1 4 voluntary agreement with DOT. 
railroads already have committed to specific braking systems for trains moving crude, using either distributed 
power or two-way-teiemetry end-of-train devices. 
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PHMSA Should Strengthen New Tank Car Stondards 

At the request of the Secretar>' of Transportation in letters on April 9“' and July 1 1 to reach consensus on new 
tank car standards, AAR discussed the tank car issues with various parties, taking into account all the factors that 
must be considered in setting tank car specifications. AAR reached areas of agreement with the American 
Petroleum Institute (API) on recommendations for shell thickness, jackets, and other features for tank cars. For 
new tank cars. AAR and API jointly propose that PHMSA adopt a requirement for a Vz' shell for new cars in 
flammable liquid service, plus a 1/8” inch jacket and thermal protection. New tank cars should also have full- 
height head shields, appropriately-sized pressure relief devices, bottom-outlet handle protection and top-fittings 
protection. These standards would result in a dramatically safer tank car over the current federal standard and 
reduce the likelihood of a release in an accident by up to 81 percent over current non-jacketed DOT- 1 i 1 tank cars. 

Existing Tank Cars Should Be Retrofitted or Phased Out on an Aggressive 5»chedule 

For existing tank cars carrying flammable liquids, AAR and API propose distinguishing between jacketed and 
non-jacketed cars. We suggest that existingjacketed cars be retrofitted with appropriately-sized pressure relief 
devices and bottom-outlet handle protection. Non-jacketed legacy DOT- 1 1 1 cars would be retrofitted with 
jackets, thermal protection, full-height head shields, appropriately-sized pressure relief devices, bottom-outlet 
handle protection and valve protection. CPC-1232 cars without a jacket would be retrofitted with jackets, thermal 
protection, full-height head shields, appropriately-sized pressure relief devices and bottom-outlet handle 
protection. AAR and API support placing a priority on crude oil and ethanol since they account for most unit 
train service for flammable liquids. 

PHMSA Should Reconsider the Scope of Routing Analyses in the NPRM 

PHMSA has proposed to require routing analyses for trains carrying flammable liquids. However, requiring 
railroads to adjust their routes for all HHFTs as PHMSA has defined in the absence of a significant safety 
advantage would impair network fluidity unnecessarily. PHMSA could limit the adverse impact on fluidity by 
restricting the scope of High Hazard Flammable Trains as suggested by the AAR. (See previous page.) 

Related Issues in the NPRM Require Clarification 

AAR and API agree that PHMSA should require thermal blankets meeting a specification designed to provide at 
least 800 minutes of protection in a “pool” fire. 

PHMSA has proposed two types of top-fittings protection for new tank cars: a performance standard designed to 
withstand a rollover accident at a speed of nine mph and an AAR design standard set forth in AAR’s 
specifications for tank cars. AAR and API oppose requiring a performance standard for lop-fittings protection. A 
performance standard cannot be justified. For existing cars. AAR suggests that PHMSA require protection of the 
valves when the cars are retrofitted. 

AAR believes that cars carrying Canadian oil sands - noii-diluted bitumen - should not be covered. Based on 
their chemical composition, oil sands do not pose a threat comparable to flammable liquids. 
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AAR Proposes a New Regulatory Framework for Spill Respond Plans 

[n its ANPRM, PHMSA is proposing that railroads owning routes where significant volumes of crude move 
comply with comprehensive crude oil spill response planning requirements. AAR, with other stakeholders, took 
this opportunity to propose a new regulatory framework regarding spill response plans for railroads. AAR’s 
proposal exceeds current federal requirements and follows the logic and scope of spill response regulations for the 
pipeline industry. Specifically, AAR and the American Short Line and Regional Railroad Association 
(ASLRRA) would define routes subject to comprehensive crude oil spill planning requirements as those railroad 
lines where there is a minimum of one train per month that transports 1,000.000 gallons {approximately 35 cars) 
of petroleum crude oil that is located within 8(K) feet of a river or waterway that is used for transportation and 
commerce for a distance of more than 10 miles. The 1,000,000-gallon is consistent with the regulatory threshold 
for facility response plans for bulk petroleum storage facilities. The 10-mile figure is based upon what is 
presently required of pipelines by PHMSA regulations. 

Beyond this, the regulatory proposal submitted by AAR and ASLRRA would cover such issues as who is required 
to submit a plan and to whom the plan should be submitted; defines worst-case scenario for discharge from a tank 
car; outlines required response resources; and addresses the issue of training. Notably, AAR and ASLRRA 
support providing oil spill response plans only to relevant emergency responders. For security reasons, they 
should not be released to the general public. 
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Testimony of Andrew J. Black 
Association of Oil Pipe Lines, President & CEO 
before the 

U.S. House Committee on Transportation & Infrastructure 
Subcommittee on Railroads, Pipelines, and Hazardous Materials 
Hearing on “How Changing Energy Markets Will Affect U.S. Transportation” 

February 3, 2015 


Thank you. Subcommittee Chairman Denham, Ranking Member Capuano, and Members 
of the Subcommittee, for asking me to testify before you today, I am Andrew Black, President 
and CEO of the Association of Oil Pipe Lines (AOPL). We represent transmission pipeline 
operators who deliver crude oil, refined products like gasoline, diesel fiiel and jet fuel, and 
natural gas liquids such as propane and ethane. Our pipelines extend 192,396 miles across the 
United States, safely, efficiently, and reliably delivering approximately 14.9 billion barrels' of 
crude oil and petroleum product each year. 


American consumers benefit when our pipelines deliver the gasoline they need to drive 
their cars and commute to work. American consumers and businesses benefit when diesel fuel is 
used to power trucks and trains to deliver commercial goods. American homeowners benefit with 
propane for their gas grills and rural heating. American farmers benefit with propane to dry their 
crops and keep their livestock warm in winter. American manufacturers benefit from plentiful, 
affordable raw materials like ethane. All of these products are delivered by pipeline safely, 
reliably, and cost effectively, day in and day out. 


' Association of Oil Pipe Lines, U.S. Liquids Pipeline Usage & Mileage Report, Oct. 2014, p. 5. 
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AOPL members have also done a remarkable job delivering the North American energy 
renaissance to American consumers and workers. Domestic oil production has grown by 3 
million barrels per day since January 201 1," American pipelines have responded by delivering 
1 .35 billion additional barrels of crude oil per year over the last 5 years.^ Pipeline operators have 
added 10,000 miles of new pipe into service in just the last four years, and 25,000 miles of pipe 
in the last ten years. 

Still more pipeline capacity is needed in order to bring the full benefits from increased 
North American production of crude oil to American workers and consumers. In many cases, our 
existing pipeline network does not have sufficient capacity to move crude oil from producing 
regions to where it can be manufacmred into refined products such as ga,soline and sent to 
communities that would benefit from new supply options. Also, our existing pipeline network 
does not have sufficient capacity to move increasing amounts of natural gas liquids such as 
ethane to petrochemical plants where good-paying manufacturing jobs produce plastics, 
chemicals, paints, containers and host of other consumer products. 

Challenges to New Pipeline Construction 

While our nation needs additional pipeline capacity more than ever before, this may be 
the most difficult time ever to expand pipeline capacity. First, pipelines must secure long-term 
agreements with shippers to provide financial support for expansion projects, which are very 
capital intensive. At a time when pipelines are competing heavily with other pipelines and other 


^ Today In Energy, f/.S. Liquid Fuels Production Growth More than Offsets Unplanned Supply 
Disniptions, U.S. Energy Information Administration, Aug. 27, 2014. 

’ Supra note I . 
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modes of transportation, pipeline operators often have difficulty attracting customers willing to 
make long-term financial commitments necessary to support a project. Pipeline operators need 
continued stability and certainty on long-term contracts and economic regulatory oversight from 
the Federal Energy Regulatory Commission (FERC), which regulates the rates and conditions of 
service for crude oil and petroleum product pipelines. 

Second, pipeline operators need prompt decisions from government agencies for 
environmental pennits and approvals needed for pipeline routes and border crossing. While the 
multi-year delays imposed on the Keystone XL project are well known, some states are slowing 
down their consideration of pipeline route issues. This is important because, unlike natural gas 
pipelines, oil and petroleum product pipelines do not have the opportunity for federal eminent 
domain; the states control oil pipeline siting. At a time when we need more energy transportation 
infrastructure to take away growing energy production, federal permitting decisions are also 
taking longer, growing more complicated, and resulting in more unnecessary delays. These 
delays have caused companies to abandon some projects and could cause other projects to fail on 
the drawing board. To improve federal infrastructure permitting, AOPL encourages additional 
resources for federal permit review, common-sense decision-making, and more regulatory 
certainty. 

As pipeline operators, we know that there is and will always be a role for rail delivery' of 
cnide. Indeed, some AOPL members as midstream infrastructure companies operate both 
pipelines and rail terminals to facilitate crude-by-rail deliveries. Rail offers geographic flexibility 
delivering to and from new production locations across the country. Because of our national rail 
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network and the relative ease of expanding it, rail can enter new markets quickly. Thus, rail can 
transport crude along routes where there are no pipelines and is doing so today from North 
Dakota to the American Northwest and Northeast, as examples. 

That said, pipelines are the best way to transport large volumes of petroleum product. A 
single pipeline can deliver 800,000 barrels per day, all day, every day. As much as crude-by-rail 
has increased over the last few years, the 14.9 billion barrels of crude oil and petroleum products 
that pipelines transported in 2014 were more than 10 times the volumes delivered by rail. 
Pipelines are also the lowest cost way to transport petroleum products with rates only a fraction 
of other modes of transportation."' As a result, they are generally the preferred option for shippers 
when available. When pipelines are able to compete head-to-head with rail, as the lower cost 
service provider, pipelines typically win. 

Pipeline transportation efficiency also translates into environmental benefits. The 
environmental impact analysis for Keystone XL found transport by pipelines is the safest and 
most environmentally favorable way to transport crude oil and other energy products. A barrel of 
crude oil has a better than 99.999 percent chance of reaching its destination safely by pipeline^ 
safer than any competing transportation mode. 


' Petroleum Transportation North America, Argus, Jan. 2015. (See e.g. Edmonton to Houston 
Canadian heavy caide rail unit rate of $16.20/bbl and Hardisty to Cushing heavy cmde pipeline 
tarifrof$6.82/bbl). 

^ AOPL Comparison of PHMSA Incident Data and FERC Transmission Data. 



Working to Make Pipelines Even Safer 

Not only are pipelines safe, they are getting safer. Since 1999, the number of releases 
from liquids pipelines is down 50%.* Incidents due to corrosion are down 76% since 1999, and 
third party excavation damage is down 78% since 1999.^ 

These pipeline safety improvements are the result of a lot of hard work and resources 
spent by pipeline operators. In 2013, pipeline operators spent over S2. 1 billion dollars evaluating, 
inspecting and maintaining their pipeline infrastructure.* This included $ 1 .7 billion managing the 
integrity of pipelines and related facilities and $400 million on storage tanks and facilities. 
Pipeline operators also conducted 1,455 in-line inspections with so-called “smart pigs” to scan 
and survey their pipelines from the inside.* Pipeline smart pigs can use magnetic resonance and 
ultrasonic wave technologies to detect pipe corrosion and cracking. The 2013 smart pig runs 
covered over 47,000 miles of pipeline.'* 

The basic strategy of the integrity management program is to evaluate pipe segments, 
inspect them, and then perform maintenance on any detected issues. To that end, on top of the 
number of tool runs conducted and miles of pipeline inspected, pipeline operators conducted 
1 2,734 excavations of pipeline segments for further inspection or maintenance. ' ' 


'■ Pipeline Right of Way Incidents, API Pipeline Pcrfonnance Tracking System. 

Md. 

® AOPL Survey of Member Companies, Sep. 2014. 

•> Id. 
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Pipeline operators share an industry-wide goal of zero pipeline incidents. This may be 
aspirational, but it drives us to constantly examine our performance results and continue to 
improve overall pipeline safety. Analysis of this sort guides the pipeline industry and the 
industry-wide safety improvement efforts we undertake each year. Our industry-wide safety 
improvement efforts are embodied in the Pipeline Safety Excellence'’^ initiative. Launched in 
2014, to further the industry’s previous success in improving pipeline safety, the Pipeline Safety 
Excellence''’^ initiative reflects the shared values and commitment of pipeline operators to 
building and operating safe pipelines. PSE includes: 1) shared pipeline safety principles, 2) 
continuous industry-wide safety efforts, 3) annual pipeline safety performance reporting, and 4) 
annual pipeline safety strategic planning. 

Industry-wide pipeline safety principles cover values such as: zero incidents, 
organization-wide commitment, safety culture, continuous improvement, learning from 
experience, safety systems, using technology and communicating with stakeholders. The values 
reflect our drive to always look for ways to improve our safety performance, learn from 
experience and listen to our stakeholders. 

Pipeline operators also have a long history of working together on industry-wide efforts 
to improve safety. Our members may be commercial competitors, but they work together to 
improve industry-wide pipeline safety. The Pipeline Safety Excellence Steering Committee is a 
group of pipeline operator executives guiding and ensuring pipeline safety performance 
achievement. Our Performance Excellence Team is composed of senior managers sharing safety 
improvement techniques and advancing data management, safety culture and damage prevention 
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initiatives. The Operations & Technical Group is composed of pipeline operations and 
engineering managers overseeing industry-wide pipeline recommended practices and 
coordination of research and development. In addition, we have groups on pipeline integrity 
management, control systems, public awareness, operator qualifications, research and 
development, and emergency planning and response. 

As you can see, we have many different groups working to improve different aspects of 
pipeline performance. Many are undertaking specific projects to develop new inspection 
technologies, establish new recommended operating practices, or reach out to the public and our 
partners. While each of these initiatives is important, the top strategic initiatives we are 
undertaking are embodied in an annual strategic plan of pipeline safety improvements. 

The 2015 API-AOPL Annual Liquids Pipeline Safety Strategic Plan represents those top 
initiatives approved by the leadership of the pipeline industry for executive-level attention, 
support and resources. This year’s plan has industry-wide goals to 1) improve inspection 
teclmology capabilities, 2) enhance safety threat identification and response, 3) expand safety 
culture & management practices, and 4) boost response capabilities. 

Industry-wide strategic initiatives under these goals include: improved pipeline 
inspection technology capabilities to detect pipeline cracking, implementation of a new industry- 
wide recommended practices on crack detection, analysis and response, pipeline safety 
management systems, leak detection program management, and emergency planning and 
response. Implementation is a big theme for 2015. Pipeline operators developed in 2014, or will 
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soon complete, industry-wide recommended practices in these areas. Strategic initiatives in 2015 
will educate, encourage and assist pipeline operator adoption of each of these efforts. New in 
2015 are strategic initiatives to develop industry-wide guidance on the appropriate use of hydro- 
testing and construction quality management systems for pipelines. 

Finally, the liquids pipeline industry is publicly reporting its pipeline safety perfonnance 
for the second year in a row. The numbers included in today’s testimony come from our 20 1 5 
perfonnance report. We embraced public reporting as a component of the Pipeline Safety 
Excellence^^ initiative as a way to share with the public both where we are doing well and where 
we need to improve. We recognize we are members of the community in which we operate. 
Publicly sharing performance results holds us accountable to our core values of communicating 
with stakeholders, continuous improvement and zero incidents. 

Our performance results also help fonn our strategic improvement plans. By measuring 
our performance, we know we are reducing overall incident numbers, corrosion incidents and 
third party damage. We also know that we need to do better in other incident cause areas such as 
materials, seam and weld failure. Thus, we include in the strategic plan initiatives to improve 
cracking inspection technology and a new industry-wide recommended practice for finding and 
managing pipeline cracking. This week we are releasing our 20/5 API-AOPL Annual Liquids 
Pipeline Safety Performance Report & Strategic Plan. We look forward to your review of the 
perfonnance results and strategic plans we will undertake in 20 1 5. We would be happy to meet 
with any of the members of the committee or their staffs in the coming weeks and months to 


review our efforts. 
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The ongoing North American energy production renaissance is bringing tremendous 
benefits to the American public. Gas prices approaching $2.00 per gallon is a testament to the 
benefits of this bounty. Liquids pipelines are playing a crucial role in delivering these new 
energy supplies from production areas, to refineries and on to the American public. Pipelines are 
the safest way to transport liquid energy and we will continue working hard to make them even 
safer. Thank you. 

mm 
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Introduction 

Chairman Denham, Ranking Member Capuano, members of the Subcommittee, thank you for 
the opportunity to testify before you today at this important hearing. My name is Greg Saxton, 
and I am Senior Vice President and Chief Engineer at The Greenbrier Companies. In this 
capacity, I am responsible for all tank car and freight car engineering for the four manufacturing 
facilities Greenbrier operates in North America. I currently chair the American Association of 
Railroads’ (AAR) Equipment Engineering Committee, and serve as a member of the Rail Supply 
Institute’s (RSI) Tank Car Committee and the AAR’s Tank Car Committee. 

About The Greenbrier Companies 

The Greenbrier Companies is a leading supplier of transportation equipment and services to the 
railroad industry. We operate as an integrated provider of railcar services that combines freight 
car manufacturing, wheel services, repair, refurbishment, retrofitting, component parts 
reconditioning, leasing, and fleet management services. Our customers include railroads, leasing 
companies, financial institutions, shippers, carriers and transportation companies. Greenbrier’s 
commitment to high quality products, technological leadership in developing innovative products 
and competitive pricing of our railcars has helped us maintain our long-standing relationships 
with our customers. 

Overall, Greenbrier owns approximately 8,500 railcars, and performs management services for 
approximately 238,000 railcars. We are also one of the leading designers, manufacturers and 
marketers of railroad freight car equipment in North America and Europe; manufacturing a broad 
array of railcar types. Greenbrier’s four manufacturing facilities build new railroad freight cars 
for the North American market. In addition, we provide railcar repair, refurbishment and 
retrofitting services in North America through 50/50 joint venture partner with Watco 
Companies, LLC. The joint venture, GBW Railcar Services, LLC, provides repairs and 
refurbishment services at 39 locations across North America, including 14 tank car repair and 
maintenance facilities ready to meet regulatory and market-driven demand for tank car 
recertification, repairs and retrofits. 

One of GBW’s repair, refurbishment, and maintenance facilities is located in Modesto, 
California, which is in Chairman Denham’s district. We were pleased to host the Chairman for a 
visit to the facility a few years back. 

Greenbriers’ Investment Manufacturing and Repair Facility Capacity 

To better provide for the needs of our customers and respond to market demands, Greenbrier has 
made a significant investment of private capital in our manufacturing facilities. Over the past 
five years alone, our capital expenditures in manufacturing facilities have grown nearly 5 times - 
from $17.4 million in 201 1 to $88.2 million in 2015. Of this amount, approximately $40 million 
is being invested in new rail tank car production facilities. 

This increased investment in our manufacturing production capacity is the result of a growing 
demand for rail car units. Since 2011, our delivety of rail oar units in North America increased 
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from 8,698 to 15,290 in 2014. We anticipate that total deliveries will increase to over 20,900 
units this year. 

Greenbrier has also made a significant investment in increasing our capacity to handle tank car 
upgrades and retrofit, committing over $20 million through our joint venture with Watco - GBW 
Railcar services. These investments have more than tripled GBW’s ability to do retrofits. 

Greenbrier is committed to continuing to make the investment in our facilities necessary to meet 
the demands and needs of our customers. 

Crude by Rail 

One of the key drivers in the increased demand for rail car units is the surge in the volume of 
crude oil moving by rail. According to the U.S. Energy Information Administration, U.S. crude 
oil production has increased from 5 million barrels per day in 2008 to 8.5 million barrels per day 
in 2014.' 

This dramatic growth in domestic energy production has led to significant challenges in 
transporting crudes efficiently and safely. Increasingly, crude oil producers are utilizing rail to 
deliver crude supplies to U.S. markets. According to the Association of American Railroads, the 
United States rail system transported 407,642 carloads, or roughly 300 million barrels, of crude 
oil in 2013, up from 9,500 carloads in 2008.^ 

While rail provides safe and efficient transport of oil, the increasing volumes being transported 
through communities have raised significant safety and environmental concerns. Railroads 
consistently spill less crude oil per ton-mile transported than other modes of land transportation. 
Despite the industry’s track record of safe transportation of crude, the increased volumes and 
demands on the network are not without significant safety and environmental risks. These risks 
have been highlighted by a number of major incidents involving crude oil being transported by 
rail — including a catastrophic fire that caused 47 fatalities and destroyed much of Lac M^gantic, 
Quebec, in 2013. 

A contributing factor to concerns is the fact that tens of thousands of outdated railroad tank cars 
are carrying volatile crude oil. The industry continued reliance on legacy DOT-1 1 1 tank cars to 
handle the transport of crude is placing communities through which these cars travel at risk. 
Despite this risk of oil being transported in tank cars lacking the latest safety technology, the 
Federal government has been slow to develop standards to require stronger, safer tank cars. 

New Tank Cars Standards Needed 

As crude moves by rail across America, delivering great benefits to our economy, moving it and 
other flammable commodities safely must be our top priority. The rail industry utilizes tank cars 
for the transportation of a range of products such as caustic soda, urea ammonium nitrate. 


’ Energy Information Administration crude oil production data, by state, available at 
httD://www.eia.doe.gov . 

^ Association of American Railroads, “Moving Crude Oil by Rail,” September 2014. 
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vegetable oils, bio-diesel, ethanol and crude oil. The industry has long acknowledged the need to 
update rail tank car standards. In March, 2011, after years of study, industry and the AAR 
petitioned the U.S. government to mandate a more robust tank design with thicker steel shells, 
and protection for the top, bottom and both ends of the tank car. When government action did not 
appear imminent, industry and the AAR voluntarily adopted the more robust standard — called 
CPC-1232 — for new tank cars ordered after OcL 1, 201 1 . 

Today, more than three years after the more robust CPC-1232 standard was proposed by this 
consensus industry group, DOT-1 1 1 specification remains the government-specified design in 
the United States. The railroads are common carriers and by law, they are required to move any 
car that properly “packages” commodities to U.S. Department of Transportation (DOT) 
specifications. 

In the wake of Lac-Megantic and several other high-profile tank car derailments, it has become 
clear that there is a need for improved tank car design for both newly-built tank cars and for tank 
cars currently in service. The significant safety concerns about the existing legacy fleet of older 
DOT-111 cars requires the Federal government to develop a safer tank car design standard for 
crude oil and ethanol service and the transport of other hazardous materials. The enhanced 
safety standards should apply to all tank cars containing flammable liquids - not just those 
carrying crude oil and ethanol. Ultimately the rail industry should transition all hazardous 
materials to a more robust tank car — regardless of the flash point at which these materials ignite. 

The National Transportation Board (NTSB) has long recognized safety concerns with legacy 
tank cars. We strongly support NTSB including “Improving Tank Car Safety” on its 2015 “Most 
Wanted Transportation Safety Improvements List.” In identifying tank cars for safety 
improvements, the NTSB made clear its view that “. . . the current tank cars moving these 
flammable liquids are not up to the task. It’s crucial to strengthen existing rail tank cars and new 
rail tank car regulatory requirements.”^ Greenbrier could not agree more. 

Tank Car of the Future 

Despite the Federal government’s inability to provide the industry with a more robust tank car 
design standard, Greenbrier voluntarily announced its "Tank Car of the Future" in February 2014 
(see attachment). Prominent features of this more robust tank car include: 

• 9/16 inch thick steel tank; 

• high capacity pressure relief valve to protect the tank from internal pressure resulting 
from a fire; 

• 1/2 inch full-height head shields at both ends of the tank car; 

• bottom outlet valve handle that disengages so it does not unintentionally open during 
derailment; and 

• ceramic thermal Jacket around the tank shell and an outer steel jacket around the car to 
additionally protect against punctures and fire. 


^ http://www.ntsb.gov. 
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These new design features combine to inhibit discharge of contents during a derailment, to 
reduce penetration of the tank shell and to limit “pool fires” that can result when hazardous 
contents of a tank car escape in a breach and are ignited. The new design is also equal in capacity 
volume to the legacy DOT-1 1 1 tank car with a loading volume of 30,000 gallons. 

With the Tank Car of the Future design, the Conditional Probability of Release (CPR) — which 
measures the likelihood of tank car spills in the event of a derailment at different speeds and by 
different car types — for a derailment at 50 mph would improve by up to approximately 7 to 8 
times compared with the majority of tank cars now operating in hazardous service in the North 
American fleet. Using the accepted CPR measurements, the Tank Car of the Future is also twice 
as safe as a fully jacketed and insulated CPC- 1232 car. 

So far, customer response for our Tank Car of the Future has been favorable. Greenbrier 
currently has more than 3,500 orders for tank cars with 9/16-inch shell thickness and has begun 
delivering these tank cars to customers. In fact, a unit train of more than 100 tank cars built to 
this highest safety design recently received its initial cargo of Bakken crude from the field in 
North Dakota. 

GBW Railcar Retrofit Solutions 

In addition to delivering our new Tank Car of Future, Greenbrier through our joint venture with 
Watco, GBW Railcar Services, is delivering retrofit solutions for the legacy DOT-1 1 1 tank cars. 
These retrofit solutions permit extended service for DOT-111 tank cars in flammable liquids 
service and for other hazardous materials transport as these cars are placed in lower risk service 
over time. GBW also offers retrofit alternatives for the most recently built CPC- 1232 tank cars. 
Combined, these retrofits meaningfully improve the safely performance of all tank car types in 
existing service. 

The GBW joint venture established the largest independent railcar repair shop network in North 
America, owning and operating the combined network of 39 railcar repair, refurbishment and 
maintenance shops of Greenbrier and Watco, 14 of which are certified to work on tank cars. 
This allows us to deliver on retrofit designs for the legacy DOT-1 1 1 tank cars that include: 

• optimally sized pressure relief valves; 

• head shields; 

• top fittings protection; 

• thermal protection; and 

• steel jackets for additional puncture protection. 

Appropriate retrofit choices permit extended service for DOT-1 1 1 tank cars in flammable liquids 
service and for other hazardous materials tran.sport as these cars are placed in lower risk service 
over time. 

GBW’s retrofit alternatives for the most recently built CPC-1232 tank cars include enhancements 
to the bottom outlet valve controls, and pressure relief valves that will reduce the likelihood of 
tank cars releasing contents in derailments. 
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Combined, these retrofits meaningfully improve the safety performance of all tank car types in 
continued service. 

Pipeline and Hazardous Materials Safety Administration's Rulemaking 

While Greenbrier and GBW are moving forward unilaterally to address safety concerns raised by 
outdated tank car design standards, it is clear that DOT must act to strengthen rail tank car design 
standards with features that exceed even the CPC-1232. The only thing holding the industry back 
is the government’s inaction on proposed new tank car design standards and a deadline for 
having an upgraded rail tank car fleet. 

On August 1 of last year, the Pipeline and Hazardous Material Safety Administration (PHMSA), 
in conjunction with the Federal Railroad Administration, issued a Notice of Proposed 
Rulemaking (NPRM), which, among other things, proposes to enhance standards for new tank 
cars and sets a timeline for retrofitting all exiting tank cars. 

Greenbrier fully supports PHMSA’s proposed “Option 2” design for new tank cars in flammable 
service built after October 1, 2015. Adding 9/16-inch shell thickness produces a 21.6 percent 
reduction in the CPR performance. At a derailment speed of 50 mph, CPR improves from 45 
percent in bare DOT-111 legacy tank cars to just over 5 percent with the new design standard 
required in Option 2 (which is consistent with the design of the Tank Car of the Future). Under 
this design standard, CPR improves by about 7-8 times from the least protected tank car to the 
most protected tank car, and twice as safe as a fully jacketed and insulated CPC-1232 car. 

While Greenbrier believes that tank cars built to the new robust standards will provide the 
greatest safety benefits, we also supports PHMSA’s effort to retrofit the existing fleet of tank 
cars currently used in the transport of all flammable commodities. GBW agrees with PHMSA 
that every packing group classification — PG I, II and HI— within the Class 3 flammables 
category must be transported in a retrofitted tank car by 2020. This is an aggressive timeline, we 
believe it is achievable, which is why we established our GBW joint venture with Watco. GBW 
is making significant investments in expanding retrofit capacity. Others in the repair industry 
have also announced similar investments in increasing their retrofit capacity. We are making 
these investments in anticipation of a new car standard. Yet these private investments are in 
jeopardy if the final rule is delayed. 

Immediate Release of Final Rule Critical to Industry Certainty 

Adopting Option 2 as the fixed and final standard for new tank cars, combined with establishing 
clear standards and timelines for the retrofits of existing cars, will produce a safer North 
American tank car fleet in the shortest possible time. Ensuring that limited capital is targeted to 
the appropriate tank car designs and modifications — ^those that maximize the safety benefits 
accruing to the public — and that this happens expeditiously should be a core priority of PHMSA 
as it completes this rulemaking. While we believe it is important that PHMSA get this done 
quickly, it is also just as critical that the final rule “gets it done right”. 
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Prompt implementation of proposed new tank car design and retrofit standards will ensure safer 
communities and provide railcar manufacturers, like Greenbrier, with the regulatory certainty 
needed to continue investments already underway to deliver more robust tank cars. We are very 
disappointed that PHMSA’s announcement that the publication of the final is not anticipated 
until May 12 of this year, and share Congressman DeFazio’s call in his January 22 letter to 
Secretary Foxx that DOT take immediate action to address this serious safety issue. 

Greenbrier is making major capital investments in new facilities and equipment to respond 
rapidly to PHMSA’s new standards. A final rule establishing clear, robust standards for new 
tank cars and timelines for retrofits of existing cars will permit the industry to make the 
necessary upgrades to their facilities as rapidly as possible. From Greenbrier’s perspective, the 
urgency for a final rule is apparent. We are already responding to this imperative by delivering 
general purpose tank cars with the most robust safety features we can offer. We are ready to 
move even more quickly upon issuance of a final rule. 

It is also critically important for the DOT to act soon as Transportation Canada has taken the lead 
by adopting new tank car standards earlier this year and moving forward to establish an even 
higher standard soon. A similarly prompt decision in the U.S. will provide industry with the 
regulatory certainty it needs to continue investments already underway to produce more robust 
tank cars. We are hopeful the DOT will act soon to enact strong designed standards, and then 
move quickly to harmonize the U.S. standards with new Canadian rules to create a unified North 
American tank car standard. 

While the urgency of upgrading the safety of the North American tank car fleet should be 
apparent, there are some who suggest that the industry requires six, seven or even up to 10 years 
to fully enhance the puncture resistance of tank cars. This is simply wrong. The rail supply 
industry can move faster than that and we will. Greenbrier and others are already making 
necessary investments to address this need. Greenbrier currently builds tank cars at a rate of 
4,000 cars per year, and we are increasing our production capacity to meet higher demand for 
tank cars related to the energy renaissance in America. Greenbrier is investing with a goal of 
doubling our capacity by later this year to support strong demand for our Tank Car of the Future. 

Despite the commitment of Greenbrier and others in the industry to invest in their production and 
retrofit capacity, critics of the PHMSA NPRM remain. This should not, however, be a debate 
between service and safety. Service requirements are very important, but our customers do not 
expect us to provide improved service at the price of diminished safety. The railroads have 
earned a reputation as safe handlers of cargo because they utilize the right equipment. To 
preserve this legacy, the standards in the proposed rule should be finalized immediately. 

Conclusion 

Thank you for allowing Greenbrier the opportunity to share our views on this very important 
topic. We are proud to be a player in the Nation’s ongoing energy renaissance, and stand 
committed to working with this Subcommittee, DOT, and industry stakeholders to provide the 
safest possible transport of crude oil and other energy products. 
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The Greeiibiicr (.oinpaijiits, tnc. 

One CeJiterpoifUc Drive Suite 200 
Lake Oswego Oregon 97035 
503 ()H4 7{)(){) Fax 503 684 7553 


April 8. 2015 

The Honorable Jeff Denham 

House Subcommittee on Railroads, Pipelines and 
Hazardous Materials 
2165 Rayburn House Office Building 
VVashiiigtorr, D.C, 20101 

Dear Repi'esentative Denham: 

I liank you for your interest and hard work on this hnportant transportation issue. You have posed six 
questions for the record from the Subcommittee on Railroads, Pipelines, and Hazardous Materials’ 
February 3, 2015 Hearing on “How the Cltanging Bnergy Markets will Affect US Transportation”. 
Fur you!‘ convenionce, I have copied each question and will provide my answci’s to each one: 

/. hi Greenbrier 's written statement ami at the hearing, you stated that Grreenbrier ’s Tank car 
of the Future ” is 7-8 times safer even at speed of 50 MPH and that the Conditional 
Probability of Release ("CPR "} improves by about 7-8 times compared to a non-jacketed 
DOT- III- However, the Tank Car Safety Project data indicates that CPR improves by 5. 0 to 
5.5 times when comparing to 9/16" thick jacketed tank car to a rum-jacketed DOT- 1. 1 ! under 
a defined set of detainment parameters. In light of (his fact can you please explain your 
statement regarding the improvement cfCPR by 7-8 times? 

The Tank Car Safety Project data doe,s not take into account two important improvements 
over the standard non-jacketed DOT- 1 1 1 car that our Tank Car of the Future ha.s, 

The llrst improvement is a safety linkage that now operates the Bottom Outlet Valve (BOV). 
In a derailment, the BOV handle can be snagged by debris and cause the valve to open. 

The second improvemcjU is ceramic thermal insulation. This improvement is designed to 
stop otherwise sound tanks that are in a pool or toroli fnc from breaching by thermal tear. At 
the recent derailment near Galena, Illinois, only one car was initially breaciied by the 
doraiiment event. But this one leak soon fueled a tire and eight more cars ruptured from 
thermally induced tears. These thermally induced tears are violent events that often shoot 
flrebalU iuindrcds of feet into tlie air. The ceramic thermal insulation is designed to mitigate 
these events. 

Accordingly these two additional safety features account for Greenbrier’s estimated 
impiovenieiit compared to tlic Tank Car Safety Project. 


At the hearing you also commented in relation to l,ac Megantic that a nnv tank car design would 
have put signijicandy less amounts of crude oil on the ground had that derailment involved a more 
robust tank car. (’an you please elaborate on your statement and how you were able to calculate the 
fact that less crude would have keen released? Is this statement based on (he improvement of CPR by 
times you re ferenced at the hearing? 
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My statement is based on my assessment as an engineer with over 38 years of experience in 
the railroad industry that a more robust tank car would be less likely to breach in a derailment 
compared to a less robust tank car. But let me tiy' to give you a more complete answer. By 
their nature, tank car derailments are very chaotic events. There are numerous variables and 
factors that contribute to the severity of the incident. So the word “calculate” implies a level 
of precision that cannot be determined. But I can consider some of the known failure modes 
of the tank cars involved in the Lac Megantic derailment and discuss how a new tank car 
design can address them to limit the release of crude oil. For examples: 

» Sfrell Breaclies: Thiity'-seven of the sixty-three tank cars that derailed at Lac 
Megantic had shell breaches caused by impact damage. By adding a jacket and 
increasing the shell thickness vve will decrease the tendency for the .shell to puncture. 

• Head Breaches: Thirty-one tanks also had head breaches caused by impact damage. 
By adding a full height head shield and increasing the thickness of the head we will 
also decrease the tendency for the head to puncture. 

• Valve Breache.s: 

o Weather-only Top Fittings: Sixteen of thirty-one cars with weather only top 
fittings covers were breached at the valves, 
o Top Fitting Protection: But thirty-two of the cars had Top Fittings 

Protection. .It was not required by the code, but these thirty-two cars had it. 
Only four of these cars with Top Fittings Protection were breached at the 
valves. All of oirrTank Cars of the Future would have tliis type of 
protection. 

So wliile it is not possible to calculate the exact amount of crude oil that would not have 
spilled in the Lac Megantic tragedy, it is clear that adding protective features to new' tank car's 
will lessen the amount of oil that will be r eleased in firturo incidents. 


At the hearing you noted, that the mdusny cun comply with FHMSA ’s proposed timeline for 
modifying legacy DOT-1 1 U in three years, which would necessitate modifying approximately 
I, HOO tank cars per monih. Indiistiy estimates indicate the maintenance and repair network 
is only capable of modifying approximately 550 tank cars par month. Can you please explain 
your numbers and how you calculated them? In your assumptions, v’hai portion of these tank 
car modifications would Greenbrier be responsible for at its fuci!itie.s? What evidence does 
Greenbrier have that the industry is capable of creating the ciddilinnal capacit)' in time lo 
meet FHMSA 's deadlines. 


Retrofits should be staged to account for the risk and usage levels of the car's and associated 
commodities. In this case, DOT- 1 1 1 legacy and unJacketed, uninsulated CPC- 1 232 cars in 
unit train crude oil and ethanol service present the greatest exposure lo the public and retrofit 
capacity should be applied to them fii'st. The key issue is what capacity is available for cars 
itt the highest risk ser vice, and how does this translate irrio a timelirre. 



Ill 


It is important to note that the 1 ,800 car per month figure includes all cars in flainmabic 
service, and does not distinguish between those presenting high risk and those which do not, 
such iis single shipment, low mileage cars. It also does not appear to take into account 
projected retirements or replacements that are a normal part of industry practice. A realistic 
retirement figuie of 1 0% over the retrofit window is consi.stent with current indiistiy' practice, 
although The Brattle Group’s report conducted for the Rail Supply Institute suggests that 
28% of the DOT- 1 1 1 legacy fleet would be retired. If this is so, these cars should be remov ed 
from the needed capacity to complete the retrofits. This level of assumed retirements is 
inconsistent with industry norm, and artificially inflates the shortage of rail tank cars. 

Essentially, retrofit capacity' comes from three sources - new capacity, utilization of currently 
unused capacity in tlie industry, and improved efficiencies such as oppoituni.stic maintenance 
and “learning effects”. 

Announced new retrofit capacity includes new facilities that liave been publicly announced, 
such as those in Arkansas and Mississippi, and announced e.xpanded capacity at e,Kisting 
shops by adding workers. Cambridge Systematics (CS), which undertook an independent 
review of The Brattle Group’s report, conservatively estimated new capacity’ as being at least 
8,400 cars per year, without making assumptions of adding second shifts. To demonstrate the 
conservative nature of this estimate, consider that GBW alone has announced capacity 
expansion of 2,520 cai s per year in steady state. 

In addition to new capacity, there is considerable unused capacity’ in the indiistiy. Published 
figures for current shop utilization .show that 70% ofshops capable of performing retrofits are 
running at loss than 75% ofcapacity. CS estimates that under the most conservative 
assumptions there is unutilized retrofit capacity of at least 4,500 cars per year. 

In addition, by moving from individual cars to programs of cars, there are considerable 
opportunities for greater efficiency in rcti'ofitting cars. Using figures that are well below those 
from inside and outside the industry, and ignoi ing compounding of the effects, CS estimated 
these efficiency gains at 20%. 

In .sum, CS e.stimates the industiy retrofit capacity as being at least 13,600 cars per year and 
po.ssibly as high as 19,600 cars per year. When coupled with Brattle’s assumptions about 
retirement levels, CS estimates that the industry can complete retrofits of tlie Itighest risk fleet 
(unjacketed DOT-1 1 1 legacy crude oil cars) in 2 1/2 years, and the enlire crude oil and 
ethanol fleet in 6 years. 

i. How cloe.s' PHMSA 's proposed nth. compare loyotir "Tank Car of the Future " which you 
unveiled in February 2014':’ How would that tank car improve safety compared to unpacked 
DOT- 1 1 1 tank cars? 


The tank car PHMSA describes as Option Number 2 and our Tank C.ar of the Future are 
identical. Greenbrier’s farik Car of the Future would improve safety compared to unjacketed 
DOT- 1 i I cars by adding jackets, thicker shells, thicker heads, full height head shields, top 
fittings protection, tougher (normalized) steel, ceramic thermal in.sulation and .safer bottom 
outlet valve linkages to new lank cars. Taken togethei these iniproveiiients will lead to 
impressive gains in safety. 
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4. The Railway Supply Insiitute commissioned a report by The Bratlle Group which states that 
rail tank cars cannot be modified by the PHMS/i proposed deadline of fi ve years. IVhal is 
your response to that? 

The Brattic Study contains a number of assumptions regarding capacity that make it 
unreliable for estimating the implementation timeline. For example, they do not explicitly 
account for the existing unused capacity in the industry, which has been shown to be on the 
order of 4,500 cars. In addition, their estimate of new industry capacity did not reflect new 
facilities and plant expansions tliat have been publicly announced. In fact, their capacity 
estimates for 2015 put the entire industry below the figure for GBW alone. Thus, the 
available and announced capacity thus comes close to accomplishing PI IMSA's aggressive 
timeline. 


2>. Please provide for the record the final analysis of Cambridge Systematic of the industry 
capacity to handle the retrofit schedule proposed by PHMSA. 

We have attached a copy. 


Once again, thank you for your interest and hard work on tfiis important transportation issue. Please 
feel free to ask any additional questions. 


Sincerely, 

.-n- 

/ . ■/ 

Gregory J/Saxton, 
Chief Engineer 



Enclosure 
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Executive Summary 

This memorandum presents the results of analysis conducted by Cambridge Systematics, Inc. 
(CS) on several specific issues associated with the potential impacts of the proposed Pipeline 
and Hazardous Material Safety Administration PHMSA-2012~0082 (HM-251) rulemaking. 
Hazardous Materials: Enhanced Tank Car Standards and Operational Controls for High-Hazard 
Flammable Trains. During the rulemaking proce^, various stakeholders have weighed in on 
the feasibility and economic impacts associated with the proposed new rules. One such review 
was conducted by Neels and Berkman of the Brattle Group (BG) on behalf of the Railway 
Supply Institute Committee on Tank Cars (RSI-CTC).^ The Brattle Group relied on analytical 
results first provided in an earlier RSI-CTC’s filing,^ and extended them to challenge the 
analysis and outcomes developed by the Pipeline and Hazardous Materials Safety 
Administration (PHMSA) under their Notice of Proposed Rulemaking (NPRM) and associated 
Draft Regulatory Impact Analysis (DRIA)^ regarding the movement by rail of ethanol, crude oil, 
and other “high-hazard flammable train” (HHFT) commodities. 

At the request of the Greenbrier Companies (GBRX), CS undertook an independent review of 
the BG Report and its critiques of PHMSA's NPRM. This memorandum builds on a January 23, 
2015 memorandum and provides an examination of three key issues: the capacity of contract 
shops to perform retrofits, new car manufacturing capacity, and fleet composition and 
projected retirements. Each of these elements directly impact the overall capacity of North 
American railroads to handle existing and projected crude oil and ethanol traffic while the fleet 
is being upgraded to meet proposed standards for safety. Since the BG Report maintains that 
PHMSA’s proposed timeline is too short and will cause economic harm, the ability to accurately 
gauge the rate at which retrofits can be completed and new cars can be placed in service is the 
critical Issue. To this end, CS developed a model to examine contract shop capacity utilizing 
publically available resources as well as multiple interviews with industry experts. 

Our analysis shows that the industry has the capacity to complete a retrofit of the tank cars 
presently being used for crude and ethanol service within the timelines proposed in the NPRM, 
At full capacity, the actual ability of the industry to conduct Tier I retrofits is between 8,400 
and 19,600 cars per year as compared to RSI-CTC’s projection of 6,400 tank cars per year 
maximum. Combined with accelerating production of new cars, the industry can retrofit or 
produce all the tank cars necessary to meet the conditions set forth by PHMSA in Option 2 for 
the crude oil and ethanol fleets in approximately six years. 


’ Neels and Berkman, A Review of the Pipeline and Hazardous Materials Safety Administration 's Draft Regulatory 
Impact Analysis, Docket No. PHMSA-2012-0082 (HM-251), November 14, 2014. 

^ Comments of the Railway Supply Institute, Committee on Tank Cars regarding the Pipeline and Hazardous Materials 
Safety Administration Notice of Proposed Rulemaking for Hazardous Materials; Enhanced Tank Car Standards and 
Operational Control for High-Hazard Flammable Trains, Docket No. PHMSA'2012-0082 (HM-251), September 30, 
2014. 

^ U.S. DOT/PHMSA, Draft Regulatory Impact Analysis ~ Hazardous Materials: Enhanced Tank Car Standards and 
Operatiorwl Controls for High-Hazard Flammable Trains; Notice of Proposed Rulemaking, Docket No. PHMSA-2012- 
0082 (HM-251). 
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In summary, CS’ analysis found that: 

• The RSI,/BG analysis significantly underestimates the known capacity of the contract shop 
industry to meet the deadlines in the proposed rule. 

• Using RSI/BG’s assumptions on fleet size and retirements, along with data developed in 
this analysis, the retrofit process for unjacketed cars in crude oil and ethanol service can be 
completed in five and one-half years, and the entire fleet in six years. 

• If implementation of the regulation is staged to address particular cars In specific service 
based on risk. It is possible to address the most at-risk cars - the unjacketed DOT-111 cars 
used in unit train crude oil service in as few as two and one-half years, even with a six- 
month run-up included. 

• The final rule should prioritize unjacketed legacy DOT 111 and CPC-1232 cars to remove 
risk as quickly as possible from tank cars in high-mileage flammable liquids service, since 
these cars have a far higher probability of spillage in the case of an incident. 

• Contract shops and new car manufacturers will respond to changes in demand, as 
evidenced by announcements of shop expansions and new car manufacturing capacity, 
leading to substantial job creation and a safer fleet. 

• Delay in making the rules final or extending the timeline for compliance penalizes firms that 
are being proactive, 

• Aggressive retrofit timelines as proposed by PHMSA for cars in crude and ethanol service 
are achievable. 


Cambridge Systematics, Inc. 
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1.0 Introduction 

1.1 Purpose and Objective 

The increasing frequency of derailments of trains carrying crude oil or ethanol have raised 
alarms about the safety of the tank car fleet. Between 2006 and May 2014,13 spills ranging in 
size from 5,000 gallons to 834,000 gallons took place, of which 10 resulted in fires. Most 
catastrophic was a derailment in Lac Megantic, Quebec, which caused an estimated $650 
million in damage and resulted in 47 deaths. Since then, a series of further derailments have 
occurred, with at least four taking place in the first two months of 2015 - in Dubuque, Iowa; 
Northern Ontario; Crowsnest Pass, Alberta; and Mount Carbon, West Virginia.'' Three of these 
derailments resulted in fires. The Pipeline and Hazardous Materials Safety Administration’s 
(PHMSA) Notice of Proposed Rulemaking 2012-0082 (HM-251) (NPRM) Hazardous Materials: 
Enhanced Tank Car Standards and Operational Controls for High-Hazard Flammable Trains is a 
response to those safety concerns in the United States. In Canada, a parallel process is 
underway under the auspices of Transport Canada. 

PHMSA’s and Transport Canada proposed rulemakings cover a broad range of issues affecting 
tank car construction and operations, and since the proposed rules were issued, several 
analyses have been conducted by industry stakeholders on the potential impacts. At the 
request of Greenbrier Companies (GBRX), Cambridge Systematics, Inc. (CS) undertook an 
independent review of the Brattle Group's (BG) Report, A Review of the Pipeline and 
Hazardous Materials Safety Administration 's Draft Regulatory Impact Analysis. * Conducted on 
behalf the Railway Supply Institute’s Committee on Tank Car Safety (RSI-CTC), the BG Report 
offers a comprehensive analysis of the NPRM, as well as the prior Draft Regulatory Impact 
Analysis (DRIA).^ Many of these issues were broadly reviewed in an earlier memorandum 
developed by CS,^ while this memorandum presents an analysis of three interrelated core 
issues: the capacity of contract shops to perform retrofits, new car manufacturing capacity, 
and fleet composition and projected retirements. Each of these elements directly impact the 
overall capacity of North American railroads to handle existing and projected crude oil and 
ethanol traffic while the fleet is being upgraded to meet proposed standards for safety. Since 
the BG Report maintains that PHMSA’s proposed timeline is too short and will cause substantial 
economic harm, gauging the rate at which retrofits and new cars can enter service is central to 
improving the safety of transporting flammable liquids by rail. 


’ Fuel Freedom Foundation, Big difference between crude, ethanol train crashes, February 27, 2015. Information 
current as of February 28, 2015. 

Neeis and Berkman, A Review of the Pipeline and Hazardous Materials Safety Administration's Draft Regulatory 
Impact Analysis, Docket No. PHMSA-2012-0082 (HM-25i}, November 14, 2014. 

’’ U.S. DOT/PHMSA, Draft Regulatory Impact Analysis - Hazardous Materials: Enhanced Tank Car Standards and 
Operational Controls for High-Hazard Flammable Trains: Notice of Proposed Rulemaking, Docket No. PHMSA-2012- 
0082 (HM-251). 

’ Aeppli and Little, RSI-CTC Brattle Group Report Key Issues, January 26, 2015. 
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1.2 Critical Elements 

Our analysis specifically focused on Section IV of the BG Report, which asserts that PHMSA 
understated the impacts on the tank car fleet associated with the imposition of strengthened 
regulations on tank car integrity. The goals of the analysis were to: 

• Examine key characteristics of the affected tank car fleet and its impact on a retrofit 
program; 

• Examine in greater depth the contract shop industry’s capacity to retrofit tank cars to the 
potential proposed standards; and 

• Explore implications of timing and sequencing of retrofit program. 

Of particular concern in the BG analysis was: 

• Omission of new car manufacturing and shop capacity for retrofits; 

• Incorrect specification of existing shop utilization; 

• Double counting of tank car requalification required under HM-216B® or other planned 
maintenance and retrofits that overstates out of service times; and 

• Assumed retirement rate of 28 percent, combined with a lack of consideration of increasing 
new tank car production capacity overstating potential transportation capacity shortfalls. 

The focus of this analysis was on the fleet used in the transportation of ethanol and crude oil. 
Our analysis relies on data produced by and on behalf of RSI to the greatest extent possible, 
so as to allow a consistent comparison. In some areas, notably fleet composition and size, 
there are significant differences between PHMSA and RSI, which could affect the schedule by 
which the retrofit process can be accomplished. 

In addition to the cars that are currently in crude and ethanol service, the retrofit requirements 
for the estimated 39,000 tank cars that are in other hazardous/flammables service also will 
need to be considered. These cars have far greater variation in configuration and age than the 
cars devoted to ethanol and crude oil service, and thus cannot be assumed to have the same 
retrofit needs. These were not examined in this study due to the short amount of time 
available, and the difficulty in obtaining suitable data. 


Tank cars in hazardous service require periodic recertification to permit continued use. During this process, the 
condition of the car is examined, and repairs made to address any deficiencies. The frequency and activities 
associated with recertification are performance-based, subject to requirements set forth in FR Doc No: 2012-13960. 


Cambridge Systematics, Inc. 
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1.3 Approach 

The general approach taken in the analysis was to first establish a baseline regarding fleet 
size, utilization, and characteristics. Of particular interest was to find common ground with the 
BG report on such topics in order to permit direct comparisons of the two analyses. In that 
regard, the CS analysis on the fleet used fleet size and commodity characteristics from the BG 
report. With respect to the age of the fleet, CS developed a new analysis because specific 
information was not provided in the BG report. This fleet information was subsequently used 
to evaluate BG's claims regarding retirements and retrofit capacity. In addition, because of 
demonstrable errors in the BG analysis regarding new retrofit capacity, a model of new 
capacity was developed and applied. 

As noted, CS developed a model to examine contract shop capacity in terms of new capacity, 
unused current capacity, and existing maintenance or regulatory activities that affect retrofit 
capacity. Data utilized in the model Included publlcally available resources such as the record 
associated with the proposed rulemaking, materials from the Association of American Railroads 
and Raiiinc, as well as multiple interviews with industry experts. Whenever decisions were 
required regarding parameters or circumstances relevant to the model, conservative 
assumptions were made, i.e., the values that tended to lower overall capacity were assumed. 
Our approach and analysis is detailed In Sections 2 through 4 below. 

1.4 Report Structure 

The remainder of this report is broken into four sections as follows; 

. Section 2 discusses the current and projected composition of the North American tank car 
fleet; 

. Section 3 examines industry capacity for completing tank car retrofits; 

. Section 4 discusses new car manufacturing trends and capacity; and 

• Section 5 contains conclusions and recommendations, including how sequencing might best 
be accomplished. 


Cambridge Systematics, Inc. 
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2.0 Tank Car Fleet Composition 


To understand the scope of the potential need for retrofits and the resulting time required, it is 
necessary to gauge the anticipated fleet composition on the effective date of the final rule. In 
addition to the overall composition, the fleet’s distribution by age affects decision-making as to 
whettier or when a car may be upgraded, redeployed, or retired. It also vvili affect scheduling 
of shopping cars for major work, including retrofitting as well as HM-216B requalification, 
painting and reiining, and other major work. In this section, we examine the estimated size of 
the affected tank car fleet, its utilization, and demographic characteristics; and draw 
comparisons between the BG Report, the NPRM, and other related data. 


2,1 Affected Tank Car Fleet 


Since 2005, the U.S. tank car fleet has expanded rapidly, first to meet the demand for the 
transportation of ethanol, and subsequently to transport a rapidly expanding volume of crude oil. 
Based on estimates produced by RSI-CTC reflecting the state of the fleet in December 2013, the 
composition of the North American tank car fleet totaled approximately 335,000 cars. Of this 
total, 63,000 were pressure cars, while the balance of 272,000 were unpressurized DOT-111 
cars that could be used to transport a variety of hazardous and nonhazardous liquid 
commodities, including ethanol and crude oil, as shown in Figure 1. 


Figure 1. North American Tank Car Fleet Composition, 2013 
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Ninety-eight thousand cars were in nonhazardous service, leaving potentially 174,000 Legacy 
DOT-111 and CPC-1232 cars affected by the NPRM. Cars handling flammables, which will be 
most directly affected by the rulemaking, amounted to a population of 99,000 cars. Of these, 
18,000 conformed to CPC-1232, the voluntary standard that was adopted by the industry for 
cars ordered from October 2011 onward. 

Using industry forecasts, PHMSA estimated the crude and ethanol fleet composition for year- 
end 2015. The results are shown in Table 1 below. The 2015 projection represents an 
increase of 37,000 cars carrying crude and ethanol over the two-year period following 2013. 


'ge Syste- 
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Table 1. PHMSA DRIA Projected Tank Car Fleet Assigned to Crude Oil and 
Ethanol Service, 2015 



CPC 1232 

DOT 111 


Service 

Jacketed 

Uniacketed 

Jacketed 

Uniacketed 

Total 

Crude/Ethano! Fleet 

30,150 

22,380 

5,600 

51,592 

109,722 


Source: PHMSA DRIA Table TC5. 


The BG Report raises a number of issues with PHMSA’s estimates. First, it asserts that PHMSA 
overestimated the delivery rate for Jacketed and non-jacketed CPC-1232 cars that were on 
order in 2014. PHMSA assumed that all non-jacketed CPC-1232s on order in 2014 were 
delivered that year, and that another 5,000 jacketed CPC-1232s were also delivered. PHMSA 
also assumed that only enhanced jacketed CPC-1232 cars would be delivered in 2015 and 
beyond. This ignores the minor repair work that may be required depending on the selected 
retrofit option, the absence of final rules at the beginning of 2015 causing uncertainty and 
delay in manufacturing upgraded cars, and the backlog of non-jacketed CPC-1232S on order 
through 2015 that would require contract renegotiation in order to change them to enhanced 
jacketed cars. RSI-CTC membership estimated that the number of deliveries would be much 
higher, increasing the size of the fleet requiring retrofits. Indeed, tank car deliveries in 2014 
amounted to over 35,000 units, of which approximately 25,000 were assigned to crude or 
ethanol service. 

Table 2 below Is the best estimate of RSI-CTC members of what the flammable liquids tank car 
fleet will look like by the end of 2015, taking the above information into consideration. The 
largest differences appear in the jacketed CPC-1232 and jacketed DOT 111 fleet estimates, 
both of which RSI-CTC projects as higher than PHMSA, while the number of unjacketed DOT 
Ills projected is lower than PHMSA. 

Table 2. December 31, 2015 Flammable Liquids Tank Car Fleet as Projected 
by RSI-CTC 


Service 

CPC 1232 1 

1 DOTlllLeqacv 

Total 

Jacketed 

Uniacketed 

Jacketed 

Uniacketed 

Crude Oil 

35,408 

21,993 

7,016 

23,090 

87,507 

Ethanol 

23 

751 

88 

27,037 

27,899 

Total Crude/Ethanol 

35,431 

22,744 

7,104 

50,127 

115,406 

Other 

1,975 

2,944 

9,413 

24,790 

39,122 

Total 

37,406 

25,688 

16,517 

74,917 

154,518 


Source: Brattle Group Report, Table 4. 
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Cambridge Systematics utilized this RSI-CTC fleet estimate in the subsequent analysis of shop 
capacity and retrofit timelines. This ensured consistency with the BG Report assumptions and 
provides a level comparison not only for retrofit capacity but also fleet replacement needs. 

2.2 Utilization of Tank Car Fleet for Crude and Ethanol Transport 

In order to identify the typical capacity of cars that are being used to carry crude and ethanol, 
data from the Surface Transportation Board's (STB) Public Use Waybill Sample was examined 
for the years 2006 to 2013. Using this data, the number of carloads per year could be 
examined by commodity, capacity, and major tank car class. Table 3 below details ethanol 
and crude oil shipments by tank car type and size handled in 2013. 

Table 3. 2013 Crude and Ethanol Transport by Tank Car Class and Size 


Carloads by Tank Car Size (Thousands of Cars) 


DOT Tank Car Type 19-21k 22-24k 25-27k 28-31k 31k+ Total 


103CW, 103EW, 111A100W6, 
111A60W6, 111A60W7, 120J200W 

- 

” 

>0 

- 

- 

0 

103EW, 111A100W6, 111AS0W7, 
111S100W6 

- 

> 0 

> 0 

- 

- 

0 

1053300W 

- 

- 

> 0 

- 

- 

0 

IIISIOOWI, niS100W2, 
lilS100W3, 111S100W5 

- 

- 

8 

44 

21 

73 

203, 203W, 211A100W1, 

211A60W1, 2UJ100W1/103, 103W, 
104W, niAlOOWl, 111A100W3, 
111A100W4, 111A60W1 

1 

18 

24 

573 

54 

670 

Total Carloads by Capacity 

1 

18 

32 

617 

75 

743 

Percent of Carloads by Capacity 

0% 

2% 

4% 

83% 

10% 

100% 


Source; 2013 Surface Transportation Board Public Use Waybill Sample. 

Note: 18,500-19,499 gallons shown as 19,000 gallons capacity. 20,500-21,499 gallons shown as 21,000 gallons 

capacity, etc. 


Notably, 93 percent of all ethanol and crude oil shipment were handled in the two largest 
classes of tank cars, those exceeding 28,000 gallons capacity. This was actually a decrease 
from previous years, where the two largest tank car size categories handled between 95.1 
percent in 2012 and 97.9 percent in 2008. The lower level experienced in 2013 is likely a 
reflection of very high demand pressing smaller equipment into crude and ethanol service. As 
the fleet continues to expand and the growth in demand for crude oil shipping levels off, 
shipment of ethanol and crude oil will shift back to the largest cars. With the vast majority of 
crude and ethanol shipments being handled in the largest tank cars, our subsequent analysis 
focused on this element of the fleet. 


Cambridge Systematics, Inc. 
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2.3 Fleet Demographics and Retirements 

An important element of the impact of the NPRM Is its effect on fleet retirements. Fleet owners 
will have an economic decision to make as to whether cars that are not compliant with the new 
standards should be retrofit, retired, or redeployed to other uses not requiring a retrofit. 
Railcars built since 1974, including tank cars, can generally be operated in interchange service 
over a 50-year period. However, the characteristics of tank cars, and the regular 
recertification requirements mandated through HM-216B for those in hazardous service, 
typically means that most will not be in commercial service for the full duration over their 
permissible regulatory lifespan. Repairs associated with recertification increase as a car ages, 
while at the same time an aging car’s commercial viability declines as more modern and 
efficient designs are adopted. Furthermore, the durability of tank cars experiencing high 
mileage is a relative unknown, as the 60,000 annual mileage of tanks cars in crude service far 
exceeds historic usage patterns where these cars often provide a stationary storage function as 
part of the supply chain. 

BG asserts that 28 percent of the affected fleet will be prematurely retired if the schedule 
specified in the NPRM is followed. It is not clear over what time horizon the claimed 28 
percent retirement would occur, and BG applies it using the same value for each year. There 
is no evidence that BG accounts properly for retirements that would naturally occur in the 
absence of the modification requirements. However, the RSI-CTC comments use an 
approximation that 2.5 percent of the fleet is retired annually (page 30), while the report 
produced by ICF on behalf of the American Petroleum Institute (API) discusses a ‘typical 35- 
year economic life” for a tank car.^ For purposes of our analysis, we utilized a 35-year life, 
which would represent a renewal rate of 2.9 percent annually for a fleet uniformly distributed 
in age. 

Since the tank car fleet is not uniformly distributed in age, we examined its actual age 
distribution and projected retirements by year using data compiled by Raillnc. The distribution 
by age for the large tank car fleet (27,500 gallons and higher), shown in Figure 2, indicates 
that the composition of the fleet that is being used for ethanol and crude oil transport is 
relatively young. 

As of year-end 2013, approximately 65 percent of the fleet was 10 years of age or less, and 86 
percent was 20 years old or less. Acquisitions in the last 10 years have been quite uneven, 
with the newest acquisitions associated largely with the rapid growth of crude oil transport, 
while those between 5 and 10 years of age reflect the time during which the ethanol industry 
came of age. The shift to 286,000 from 263,000 pound railcars also is recent, with the higher 
capacity cars accounting for the majority of deliveries only during the years from 2010 onward. 


ICF, et.al, The Economic Impacts of Changes to the Specifications for the North American Rail Tank Car Fleet, 
December 9, 2014, page 27. 
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Figure 2. Large Tank Cars (27,500 gallons and larger) by Age, 2013 



Source: David Humphrey, Ph.D. Raiilnc, Nonh American Railcar Review, March 3, 2014. 

Applying a projected 35-year lifespan, we estimated natural retirements by two-year period for 
large tanks, as well as medium and small tanks (see Figures 3 and 4 on following page). For 
the entire tank car fleet, approximately 56,000 cars will be retired through 2020, and 90,100 
through 2025, or 26 percent of the fleet. Reflecting their newer demographics, a smaller 
proportion of large tank cars face retirement, totaling approximately 9,400 through 2020, and 
15,300 through 2025. Thus, over the coming 10-year period that would coincide with a retrofit 
program, 10 percent of the large tank fleet as it stood year-end 2013 would be retired 
irrespective of any new mandates. 

The duration of a retrofit program will have an effect on the number of retirements, as car 
owner-s make the calculation as to whether a car should be retrofit, and if so, when. For cars 
that will not be upgraded and alternative deployments are not available, their owners will 
maximize their economic returns by keeping them In service through the end of the 
Implementation period. BG cited an estimate that 28 percent of the affected fleet would be 
subject to premature retirement; if one were to assume that this rate will indeed occur, then 
the actual impact of the new rules would be the difference between this projected rate and the 
natural fleet retirement rate. Thus, if all retrofits must be completed by 2020, forced 
retirements could approach 21 percent; over a 10-year period, this would decline to 18 
percent. These are maximums; given the young age of this fleet, it seems far more likely that 
these cars will be retrofit, or, if not, redeployed In other services where they can substitute for 
other older equipment that is approaching retirement. Nevertheless, for the examination of 
retrofit staging (discussed in Section 5), we adopted BG’s 28 percent rate, as well as the 
natural retirement rate of 10 percent through 2025. 
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Figure 4. Distribution of Projected Tank Replacements by Size, 2-Year 
Intervals, 35-Year Life 
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3.0 Contract Shop Retrofit Capacity 

RSI-CTC and the Brattle Group assert that the entire capacity of contract shops to conduct 
retrofits will be on the order of 6,400 cars per year, but there are serious issues with their 
methodology. The capacity to retrofit cars comes from three primary sources - new facilities 
or capacity expansion, unused current capacity, and improved techniques as a result of 
production techniques and repetitive processes. Each of these is relevant in the proposed tank 
car retrofit requirements, and the RSI-CTC estimates are low in each area. 

To address these concerns and develop more realistic estimates of industry capacity, CS built a 
model to analyze shop capacity. Specifically, CS used a share model to estimate the new 
contract capacity that will go on-line in response to a rulemaking, estimated the unused 
capacity in the industry based on data given in other reports, and attempted to estimate the 
productivity gains in the areas of learning, improvements from repeated processes, and 
opportunistic maintenance. Whenever possible, model parameters came from published 
industry sources. When this information was unavailable, conservative assumptions were 
used. The primary intent of the model was to provide a lower bound on capacity, along with 
some insight into confidence limits. 

In the following sections, the concerns with the previous estimates are discussed, and the 
modeling approach used by CS is described. 

3.1 New or Expanded Retrofit Capacity 

BG asserts that for the first six months after final rules are put in place, the entire industry 
capacity for Tier I modifications will be 80 cars per month (Table 9, page 29). This estimate is 
clearly low. GBW Railcar Services, LLC (GBW) alone will exceed this number by April 2015.“ 
BG further asserts that in steady state the industry capacity will be 536 cars/month (Table 9, 
page 29), basing this on the RSI-CTC projections (versus 1,400 cars/month projected by 
PHMSA). GBW expects to be able to retrofit 175 cars per month by October 2015, increasing 
to 210/month in 2016 when fully expanded. Another major shop operator, Trinity Industries, 
is ramping up capacity to conduct retrofits in a former wind generator tower facility in 
lonesboro, Arkansas.” 

Given that tank car modifications are potentially profitable for car shop operators, it seems 
highly likely that other shop operators will follow GBW and Trinity’s lead and increase capacity 
either through additional hiring or through plant expansions once PHMSA finalizes its rules. 
Within the last 18 months, 10 companies have announced increases in retrofit capacity, either 
through hiring additional labor or through expanding facilities, in 14 locations throughout North 
America. These companies along with available details are listed in Table 4. 


^ Interviews with GBW managers by the authors, 

" Talk Business & Politics. Trinity Industries to Locate Railcar Facility at Nordex Factory in Jonesboro. June 5, 2014. 
Online at; http ://talkbusiness. net/20 l4/06/trinity-industries-re-open-nordex--factory-jonesboro/. 
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Table 4. 

Expanding or New Tank Car Retrofit Facilities 


Date 

On-Line 

Company 

Location 

Projected Tank Car 
Capacity 

Projected 

Employees 

Comments 

Jan. 2015 

American 

Railcar Services 
acquires BRC 
Railcar 

Lynchburg, VA 

Elk Mills, MD 

Repair facilities can 
process 125 cars per 
month (primary service is 
for tank cars) 

Doubles ARS 
workforce, 
adding 100 in 
next 3 

months. 

Cost 

unknown 

Unknown 

Trinity Rail 

Jonesboro, AK 

Can service up to 250 
cars per month. 

350 

Cost 

unknown 

December 

2014 

GBW Railcar 
Services, Inc. 

Hockley, TX 

Fitzgerald, GA 

Marshall, TX 

Cleburne, TX 

85 per month current, 
175 per month by 
October 2015 

Hire 400 new 
employees 
over next year 

$20m 

March 2016 

Mervis 

Industries 

Hutchinson, KS 

Unknown - constructing 
four buildings, 224,000 
total square feet 

150 

$35m 

(additional 

$750,000 

state block 
grant) 

2014 

American 

Railcar 

Industries Inc. 

Brookhaven, MS 

Approximately 80 
per month 

30 

$7 million. 

2015? 

Bayou Railcar 
Services 

Holden, LA 

6,000 square feet 
addition -Estimate 8-10 

cars per year 

Unknown 

Cost 

unknown 

2015 

Transco Railway 
Co. 

Sioux City, lA 

Approximately 80 
per month. 

Hiring and 
training 100 
employees 

$8 million 

2015 

Progress Rail 
Inc. 

Raceland, KY 

Sidney, ME 

Unknown 

Unknown 

200 

Unknown 

Cost 

unknown 

September 

2013 

Ronsco 

Coteau-du-lac, QB 
Canada 

Unknown 

Unknown 

Cost 

unknown 


Sources; http;//www. railwayage.com/indcx.php/m_and_w/appalachian-railcar-services-makes-buy.html7channel. 
http://taikbusiness.neC/2014/06/trinity-industries-re-open-nordex-factory-jonesboro/. 
http ;//www.gbrx.cam/fites/PDF/PHMSACommentsGBW. pdf. 

http://www.hutchnews.com/news/locaLstate_.news/oihboom-spurs-need-Co-restore-raii- 

cars/article_a416f508-4228-549c-b05a-4d56491bbcfe.html. 

http ://www.mervis.com/wp-content/uploads/2014/ll/Mervis-Rai(car-An nouncement-10.30.14-F.pdf. 

http;//brookhavenchamber.org/wp/plant-will-bring-30-new-3obs-and-7-miilion-investment-in-brookhaven/ 

http://www.bayourailcar.com/. 

http;//thegazette.com/subject/news/transco-nicc-to-partner-on-training-recruiting-100-raifcar-workers- 

20150202. 

http://www.communitynewspapergroup.com/oeiwein_daily_register/news/articie_0259bbd8-db7c-lle3- 

976f-001a4bcf8873.html. 

http://www.progressiverailroading.com/mechanical/articie/Tankcar-rctrofits-to-drive-freightcar-repair- 

activity-in-20 15-43154. 

http://ronsco.eom/2013/09/. 
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It is noteworthy that these publicly announced capacity Increases totaling 720 cars per month 
are greater than the total industry capacity claimed in the BG report. Mervis Railcar, a division 
of Mervis Industries based in Danville, Illinois, is a particularly intriguing project. With 224,000 
square feet and 150 employees, the shop would be able to handle a significant number of 
retrofits each month once completed in March 2016, even though specific numbers of cars are 
not publicly available and are therefore not included in the above count. 

Figure 5 shows the geographic distribution of facilities capable of extensive tank car repair 
work based on an examination of the AAR’s list of approved facilities with B24 and RL2 codes. 
Combined with announced capacity expansions from Table 4, there are 93 facilities that 
currently can or are planned to handle heavy tank car repair work. An additional facility - 
Transco Railway Co. in Sioux City, Iowa - is expanding cleaning and inspection services. 


Figure 5. Facilities Certified for Extensive Tank Car Work 



Source: Association of American Railroads, Casualty Prevention Letter CPC'1313, AAR Approved M-1002 Tank Car 

Facilities, January 30, 2015. 

It is important to note that even expansions of facilities that will not directly retrofit tank cars 
will indirectly aid fleet retrofit capacity. For example, an additional tank car cleaning and 
inspection facility can transfer that work from a facility focused on retrofits, increasing retrofit 
capacity. Cleaning for reassignment as a result of a change in product or customer is one of 


Cambridge Systematics, Inc. 

3-3 






130 


Analysis of Tank Car Fleet Options and Retrofitting Capacity 


the most common activities performed on tank cars, and is done by specialty cleaning firms as 
well as contract shops. The assertion by BG that the cleaning process would utilize limited 
resources needed for retrofits (page 20) is overstated. 

In discussing the possibilities of opening greenfield facilities, BG raised concerns about the 
availability of a suitable labor force, and the period of time that it would take for such facilities 
to become operational. While the issues raised must certainly be addressed, and many of the 
new facilities and expansions will not be on-line as soon as the retrofit rulemaking becomes 
effective, the time required to become operational will be a matter of months and not years. 
Discussions with industry insiders indicate that full AAR certification that is required to work on 
tank car retrofit and repairs is achievable in nine months after initial application. The likely 
biggest challenge will be attracting and retaining a productive workforce, issues that shop 
managers contacted by the CS team are well aware of and working to address in light of the 
expected demand. 

To address these expansions more reasonably, CS developed a share model, using GBW as a 
basis figure. The model uses reliable information from a subset of the industry, determines if 
there are special conditions or unique circumstances from that source, and then projects the 
overall industry level. In this case, the model used the planned and implemented GBW retrofit 
expansion as the base share, and then modeled total industry capacity using three different 
shares. The number of shops certified to undertake retrofits, estimated market share of tank 
car maintenance, and estimated number of HM-216B’s done by GBW versus overall industry 
HM-216B actions in 2013 were considered as possible projection variables. There was no 
evidence to suggest that GBW has unique or proprietary advantages in expanding and 
performing this work. The lowest of the share-based industry new retrofit capacity results was 
8,400 cars per year, and the highest was 19,600 cars per year. In the interest of conservative 
estimation, the 8,400 cars per year figure was used as the new capacity value in all 
subsequent analysis. This number is lower than that which can be found simply by summing 
the announced capacity expansions in Table 4, further supporting its use as a conservative 
estimate. 

3.2 Underutilized Existing Shop Capacity 

A second source of retrofit capacity is underutilization of existing facilities. There is strong 
evidence that such capacity exists. For example, AIITranstek estimated contract shop capacity 
in June 2014, the results of which have been used by the BG (pages 28-29) and ICF/API 
reports (page 24), among others.*^ They report on surveying 104 certified shops, with a 
response rate of approximately 80 percent. Figure 6 provides the list of shops contacted for 
the survey (highlighted in yellow).” The survey found that over one-half the contract shops 


AIITranstek, Tank Car C Shop Estimated Capacity for Retrofit, PowerPoint dated June 2, 20t4. 

Statement of the Railway Supply Institute, Committee on Tank Cars. United States House of Representatives 
Committee on Transportation and Infrastructure, Subcommittee on Railroads, Pipelines, and Hazardous Materials. 
February 17, 2015. 
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are capable of performing retrofits, and 70 percent of them are running at less than 75 percent 
of capacity. It is Important to note that their estimate of capacity does not appear to inciude 
consideration of adding additional shifts, CS developed a modeling tooi to estimate the unused 
capacity for retrofits. Again, conservative values were used to increase the usefulness of the 
model results.. 
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To estimate the existing shop capacity of the industry, the model first determines the total 
number of hours used, and then backs out the number of additional available shop hours by 
dividing by the percentage capacity actually used. This requires an estimate of the actual shop 
activities. Consistent with the goal of conservative estimation, the model uses only an estimate 
of the hours associated with HM-216B recertifications, adjusted for the expected age of the fleet 
in the study year. This substantially underestimates shop capacity, since it excluded planned 
maintenance activities outside of the 10-year recertification and unplanned maintenance. 

In addition, an interpretation of what is meant by below 75 percent of capacity and what would 
constitute a reasonable estimate of full capacity is required. In both of these cases, the model 
can accept parametric inputs; the decision was made to conservatively assume that alt those 
shops below 75 percent capacity were at 75 percent, that all those above 75 percent capacity 
were at 100 percent of capacity, and that under full capacity the industry would only work at 
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90 percent of the available capacity. Using these assumptions, an estimate was made of the 
number of additional car hours available for retrofit work. CS conservatively estimates that 
there are at least 1.53 million shop hours available for retrofit work in addition to the new 
capacity discussed in Section 4.1. 

This can be translated into the number of hours required to complete a retrofit. This is a 
function of the type and condition of the car. Including whether or not the car is jacketed or 
not, and other features. In consultation with GBW managers, the number of shop hours 
required for retrofitting an unjacketed DOT 111 legacy car (exclusive of transit time and 
cleaning) was 437 shop hours, and for retrofitting an unjacketed CPC 1232 car was 332 shop 
hours. Additional figures for retrofitting jacketed cars also were made available. Based on the 
composition of the fleet, it is possible to project the total unused retrofit capacity in cars per 
year. CS estimates that in steady state the industry has unutilized capacity to at least 4,500 
cars per year. 

3.3 Improved Practices and Opportunistic Maintenance 

A third factor in assessing the ability of the industry to successfully complete the proposed 
retrofits is the question of whether the retrofits will be subject to factors such as learning 
effects, economies of scale, and opportunistic maintenance savings. The Brattle Group Report 
is rather dismissive of these effects (page 21), arguing that the time pressure of completing 
the retrofits will lead to less effective practices. There are a number of problems with BG's 
assertion. CS was unable to find any evidence that a high rate of work in any industry is 
typically characterized by declining efficiencies, and found a number of counterexamples. 
Senior managers at one of the major car manufacturers indicated that they typically can gain 
25 percent improvements in production when they are working on large volume orders. They 
further indicated that production line work is inherently more efficient than the one-at-a-time 
work associated with current tasks. 

In addition, CS conducted an interview with Professor Kash Gokli, who specializes in production 
process gains in manufacturing and heavy industries. He indicated that a reasonable estimate 
for the production efficiency gains in a large-scale retrofit program would be on the order of 30 
percent within one to two years. In the interest of conservative estimation, the CS model 
assumes an increase in efficiency of only 20 percent. This is less than both the senior 
managers and Professor Gokii. The model also does not assume any compounding of such 
effects, even though this is commonly done in the literature on learning effects. 

An area where the previous analyses have been particularly prone to overstate the time and 
costs associated with retrofits is the transit time to and from shops. This is because they fail 
to account for the fact that car owners will almost certainly scheduled retrofits to coincide with 
planned maintenance activities such as the 10-year recertification and planned maintenance 
due to high mileage. Currently, cars in the crude oil fleet are estimated as operating about 

60.000 miles per year. It is unlikely that any responsible owner is allowing these cars to travel 

600.000 miles between inspection and maintenance. Given these facts, virtually all the cars in 
this service would reasonably be expected to transit into a shop during a five-year window of 
implementation. As a result, we assume the simplest of planning by car owners and 
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managers, including out of service time going to and from the shops is essentially double 
counting. This is the only explicit example of opportunistic modeling built into the modeling 
and estimation. It is highly likely that there would be others as well In practice. 

3.4 Model Results 

It is dear from the analysis that the annual shop capacity is at least 8,400 cars per year, 
assuming no utilization of existing unused capacity, no learning or productivity improvements, 
and continuing to perform independent HM-216B and preventive maintenance actions on cars 
subject to retrofits. Using the entirely reasonable assumptions that the industry will use most 
but not all of the unused current capacity and that fleet managers will attempt to combine 
maintenance and retrofit events, the retrofit capacity should be increased by at least 3,450 
cars per year to 11,850 retrofits per year. In addition, applying a conservative one-time 
learning raises the effective industry capacity to least 13,600 cars per year. 

This estimate of shop capacity is based on a weighted average of car types, ages, utilization 
rates, and general mechanical condition. A more useful approach is to apply the available 
capacity to specific types of cars (e.g., jacketed or not, in crude oil, ethanol or other service, 
new versus older cars, etc.) and evaluate the ability of the contract shop industry to implement 
specific timelines. Of particular interest is the time required to address the highest risk cars 
moving in high-volume unit train service. Using the fleet demographics from the BG report 
along with estimates from GBW managers for retrofit and maintenance activity times, it is 
possible to estimate the time needed to implement fleet-specific retrofits. CS did this analysis, 
using the model to explore a variety of staging options, including requirements that legacy 
DOT 111 legacy unjacketed cars used in crude oil service be given priority in the 
implementation schedule. 

In Table 5, the steady state times needed to retrofit specific subgroups of the fleet are given, 
assuming both the BG retirement times and the natural retirement rate of 10 percent through 
2025. In essence, the entire fleet assigned to crude and ethanol can be retrofit over a period 
of six years assuming the BG retirement rate; with the natural retirement rate, the estimated 
period of completion extends by 1.7 years to 7.7. Within the individual subfleets, the most at- 
risk cars, unJacketed DOT-1 11s in crude oil service can be completed in less than two years, 
with the next highest-risk fleet, the unjacketed CPC-1232S adding another 1.3 years. 

An important issue here Is which cars are included in a retrofit program and which cars would 
instead be reassigned to other service, stored, or retired. The BG report asserts that 28 
percent of the fleet would be retired in response to the regulatory requirement. CS examined 
this figure and believes that it substantially overstates the number of retirements, as 
documented in Section 2,3. For the purpose of retrofit timing, however, the results shown in 
Table 5 illustrate an important point, namely that if such cars are retired they will not consume 
shop capacity, making it easier to meet aggressive timelines for the remaining fleet. 
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4.0 New Tank Car Production Capacity 

In addition to contract shop capacity, the capacity of railcar manufacturers to produce new 
cars also will have a major bearing on the rate at which the industry can achieve compliance 
with the proposed new tank car standards. As discussed in Section 2.3, the average annual 
replacement rate for tank cars of all types through 2025 is approximately 9,000, However, the 
tank car manufacturing capacity is substantially higher, capacity that can be used to 
accommodate growth in demand as well as potential replacement of cars that may be 
prematurely retired as a result of the NPRM. With car manufacturing capacity expected to 
increase further over the next two years, the rate at which new cars can be delivered will 
further increase, which may provide an increasingly attractive alternative for some fleet 
owners. 

During 2014, railcar manufacturers announced plans for new railcar manufacturing capacity at 
at least three locations. All of these three facilities, of which none are identified in the BG 
report, are scheduled to be on-line 2015, and will be capable of constructing tank cars. If fully 
dedicated to tank car construction, these facilities, listed in Table 6, would be able to produce 
at least 4,500 to 10,500 cars annually once fully on-line. 

Table 6. Announced New Tank Car Construction Capacity 


Date On-Line 

Comoanv 

Location 

Projected 

Capacity 

Projected 

Employees 

Comments 

Second 

Quarter, 2015 

Vertex Rail 
Manufacturing 

Wilmington, 

NC 

4,500-5,000 
per year 

1,300 

$6Qm at North 
Carolina site 
(additional 
$500,000 in 
public funding) 

Second 

Quarter, 2015 

Freight car 
America 

Barton, AL 

6,000-8,000 
per year 

500 current, 
150-200 
additional 

Facility not 
dedicated to tank 
car manufacturing 
at announcement - 
$33 million total 
investment 

January 2015^ 

Trinity Rail de 
Mexico 

Coahuila 

State, 

Unknown 

Unknown 

Cost unknown 


Mexico 

‘‘ Association of American Railroads. Casualty Prevention Circular (CPC~1313). 

One substantial new facility that will be solely dedicated to new tank car manufacturing is 
Vertex Rail Manufacturing. Vertex is completing a $60 million retrofit of a wind turbine plant in 
Wilmington, North Carolina. This facility will be able to produce between 4,500 and 5,000 new 
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cars per year when it comes on-line In late spring of 2015.^'* Freight Car America also is 
investing in a large facility in Barton, Alabama. Though not currently dedicated to building 
tank cars, the facility can produce between 6,000 and 8,000 cars per year. Some of this 
production could switch to tank cars given favorable market forces.^'’ 

The net effect is that these additions would increase the potential annual tank car 
manufacturing capacity from 2014 deliveries of 35,000 to over 40,000 cars. Out of 2014's 
deliveries, 25,000 were projected to enter crude and ethanol service, while the remaining 
10,000 replaced retiring capacity and supported growth in other commodities. Assuming 
continuation of a similar pattern during the NPRM’s proposed implementation period would 
allow at least 30,000 new cars flow into the crude and ethanol pool annually. 


Wayne Faulkner, “Vertex Rail on track to begin hiring blitz.” Star News Online. January 21, 2015. 
http://www.starnewsonline.com/articie/20150121/articles/150129931?p=l8i.tc=pg. 

Lucy Berry, “FreightCar America announces $10M Colbert County expansion, 150-200 new production jobs," 
December 8, 2014. On-line at: http://www.al.com/business/index.ssf/2014/12/ 
freightcar_america_announces_l.htmi 

Bernie Detinkski, "FreightCar production underway in Barton," TimesDaily.com. July 17, 2013. On-line at; 
http://www.timesdaily.com/news/iocal/orticle_fcea304a-eef7-l Ie2-9f01'10604b9f6eda.html. 


CambhOge Systematics, Inc. 

4-2 



138 


Analysis of Tank Car Fleet Options and Retrofitting Capacity 


5.0 Conclusions and Recommendations 

This analysis offers an examination of the duration that it will take to make the tank car fleet in 
crude and ethanol service compliant with the new tank car standards and timeline proposed 
within PHMSA’s NPRM, The most important influence on the ability to make the proposed 
timeline is the capacity of the contract shop industry, the size of the fleet that must be 
upgraded, and the degree to which it might be retired or redeployed into service that would 
not require a retrofit. With the available capacity for new tank car construction in excess of 

40.000 units annually exceeding virtually any foreseeable growth in demand, the decision 
about retrofitting versus replacement becomes purely economic for fleet owners. 

At full capacity, the actual ability of the industry to conduct Tier I retrofits is between 8,400 
and 19,600 cars per year as compared to RSI-CTC's projection of 6,400 tank cars per year 
maximum. As a result the industry can retrofit or produce ail the tank cars necessary to meet 
the conditions set forth by PHMSA in Option 2 for the affected 115,400 unit crude oil and 
ethanol fleets in approximately six years (using RSI-CTC’s retirement rate). However, from 
the standpoint of PHMSA, the public, and Industry stakeholders, it is not just the total elapsed 
time, but also how cars are sequenced for retrofitting which will affect the rate at which the 
risk associated with the existing fleet can be reduced. The key distinctions are whether a car 
subject to retrofit is jacketed or unJacketed, and whether it conforms to the DOT-111 or newer 
CPC-1232 specification. Each of these types of cars require varying amounts of work, as well 
as varying risk of a breach in the event of a derailment. 

The differences in the likelihood of a breach following a derailment are substantial among the 
different configurations. A study performed by the AAR and others examined the Conditional 
Probability of Release (CPR) for different tank car configurations at different speeds, the results 
of which are shown in Figure 7 on the following page. The differences in risk among the 
different car types, particularly at higher speeds, are rather consequential. At 50 miles per 
hour, an unjacketed DOT-111 has a three-fold higher probability of release at 45 percent than 
a jacketed CPC-1232 at 15 percent. Thus, staging the retrofit process in a manner that 
addresses the highest CPR fleets first would achieve the quickest gains in risk reduction. 

These may be further segregated by commodity, with those handling the most volatile 
products retrofitted first. With unJacketed DOT-llls in crude oil service having the highest 
risk, these could be addressed first and completed in less than two and one-half years, 
including a six-month run-up. Unjacketed CPC-1232’s, also in crude oil service, could follow, 
with an expected completion period of 1.3 years. Subsequently, the similar cars in ethanol 
service could be retrofit, with the jacketed DOT-111 and CPC-1232 cars coming last. In effect, 
the entire unjacketed DOT-111 and CPC-1232 fleets in crude oil and ethanol service could be 
retrofit over a period of less than five and one-half years. 
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Figure 7, Estimated Speed-Dependent Conditional Probability of Release 
(CPR) 


0,50 



0 €0 

25 mph 35 mph 50 mph 

Dtrallment Speed 


Source: Data obtained and extrapolated from RSI-AAR Railroad and Car Safety Research and Test Project, 

April 2014. 

In evaluating the feasibility of adopting the timeline as envisioned in the NPRM, there are 

several additional factors that merit consideration. These are as follows: 

• Moderation of demand for crude by rail transport resulting from the recent decline in crude 
oil prices. While the demand for tank cars remains high, the decline in crude prices is 
creating some excess capacity in the fleet. These surplus cars could be used to help bridge 
potential shortfalls in the fleet while tank cars are undergoing retrofits.^ 

• New build capacity exceeding 40,000 tank cars per year. With the long-standing tank cat- 
replacement and expansion needs for tank cars in service beyond ethanol and crude oil 
amounting to around 10,000 cars annually through 2025, by the end of 2015 the industry 
will have an annual new build capacity of over 30,000 tank cars solely to meet the 
demands for crude oil and ethanol shippers. In effect, the entire crude oil and ethanol fleet 
of 115,400 cars projected for year-end 2015 could be replaced over a period of less than 
four years. While such an investment would clearly be costly, It nevertheless provides an 
alternative baseline against which implementation of an improved fleet could be 
accomplished. 

• The focus of this analysis is on the capacity of the contract shop and new car 
manufacturing industry to meet the schedule in the IMPRM. \Ne thus did not examine the 
economic impacts of the NPRM, and the potential tradeoffs between retrofits and new car 


Intervievs's with senior managers. 
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purchases. Furthermore, also not explored are the more subtle economic tradeoffs 
between the varying costs of retrofits among the different car configurations, their age, and 
the type of service that they are in - high-mileage unit train versus iow-mileage manifest, 
crude oil versus ethanol. 

More generally, the following observations and recommendations can be drawn from this 

analysis: 

• The final rule should prioritize unjacketed cars to remove risk as quickly as possible from 
tank cars in high-mileage flammable liquids service. 

• Contract shops and new car manufacturers will respond to changes in demand, as 
evidenced by announcements of shop expansions and new car manufacturing capacity, 
leading to substantial job creation and a safer fleet. 

• Delays in making the rules final or extending the timeline for compliance penalizes firms 
that are being proactive. 

• Aggressive retrofit timelines as proposed by PHMSA for cars in crude and ethanol service 
are achievable. 
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